HE BANKER, APRIL 1944 


PAPRIL AQA4, 1944 
THE 


BANKE 


VOL. LXX 
Contents include : 


THE B.I.S. AND MULTILATERAL CLEARING 
By Pavut Ermnzic 


NOMINEE HOLDINGS 


A Review of the Evidence on the Nominee System given before the Company Law Amendment 
Committee 


INDUSTRIAL BANKING RECONSIDERED 
By G. EBERSTADT 
* COSTLESS CREDIT ” AGAIN 
SLIDE-RULE ECONOMICS 
By Paut BAREAU 
THE BUILDING SOCIETIES’ YEAR 
By H. E. WINcoTT 


RECONSTRUCTION FORUM. (iit) : 
POST-WAR HOUSING PROBLEMS 
By WALTER HILL 
SOME OBSERVATIONS ON MR. HILL’S SURVEY 
By Str HAROLD BELLMAN 


LATIN-AMERICA ADOPTS E.P.T. 
THE U.S.A. IN WORLD ECONOMY 


HUDDERSFIELD 
BUILDING SOCIETY 


Established | ‘ Reserves 
1864 : £900,000 


HEAD OFFICE: BRITANNIA BUILDINGS, HUDDERSFIELD 
LONDON OFFICE: BRITANNIA HOUSE, 203 STRAND, W.C.2 





SSUUEEEEPOREEASUUONORUEVORGEUEDEDEEOEEOEOEUEUENOEUONEGQECOCOGSOAORE EE ORORUEUAOOEGEROGOAASCAOOOAEEOOOOROEOOOOSONOCOEOOSOUOONOEOEOEOONOOOOROEOONOEOOODONOEOEASSE: 
= a 


BLADES, EAST & BLADES, LTD. 


Established 1821 
CITY OFFICES: WORKS: 


17 & 23 ABCHURCH LANE, LEONARD ST., FINSBURY 
LONDON, E.C.4 LONDON, E.C.2 


Telephones : MANsion House 4366 (10 lines). Telephones : CLErkenwell 1020 (10 lines). 
Telegrams : “‘ Identical, Cannon, London.” 


BANKERS’ CHEQUE PRINTERS. 


BANK NOTES, BONDS, BANKERS’ PROTECTIVE CHEQUES, 
CERTIFICATES, POSTAGE AND REVENUE STAMPS. 
ENGRAVERS AND FINE ART PRINTERS 
COMPANY PROSPECTUSES. 


WHOLESALE AND EXPORT MANUFACTURING STATIONERS, 
LITHOGRAPHERS, ACCOUNT BOOK MAKERS, AND SEAL 
ENGRAVERS. 

PHOTOGRAVURE AND COLOUR PRINTING. 


PUBLIC COMPANY WORK, INCLUDING INSURANCE COMPANIES, 
BANKS, ETC., AND STATIONERY FOR MECHANISED BOOKKEEPING 
A SPECIALITY. 


SruODUMAAUVOAUUAUAUANADANOUUNOQQUNOOAUESOEOOQUSOQUEOOUSOOUEOOOEOOQSSOQQOGQUOOONOOQUSOQUOOSQUQOQYESS9S00000000000000Q000EN00H0OOUREQQUOOQNOOOQNOOOUOOQOUON 


FaMUUNOOONEOSUONOAQORAOOOAOUGAGOUGGOAONATOGUOGUSYSUESUSNEEUELUUUCUUUEUUUEVGREQUEEOUETTVOEEUEEUEUOOSOOOOOOOSO0Q0HEOEHENNL 


BRADBURY, WILKINSON & CO,, LTD. 


DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 


and 
ALL DOCUMENTS OF SECURITY 


HEAD OFFICE & WORKS : LONDON OFFICE : 
NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 


BY 


nV 


GS 


aS 


icy’ 
os 


TELEPHONE : WIMBLEDON 2500-1-2 TELEPHONE : CLERKENWELL 7531-2 


Bot 


5 











THE 


BANKER 


[HE BANKER April, 1944 NUMBER 219: VOLUME 70 


IS PUBLISHED BY Re eae 
. CONTENTS 
FINANCIAI NEWS LIMITED 
Frontispiece : Mr. Alexander Woods 
1, Advertisement and Publishing ‘ ° 
Offices A Banker’s Diary 
20 BISHOPSGATE, LONDON, E.C.2 Nominee Holdings 
Telephone : London Wall 1591 By a Corre sponde nt 
‘\Costless Credit ” Again 
Industrial Banking Reconsidered 
By G. Eberstadt 
: ue Sepang The Building Societies’ Year 
FRI ro NY PAR oO HE ’ ry. 
By H. E. Wincott 


WORLD ARE: 
TWELVE MONTHS. Ly Post-War Housing Problems 


SIX MONTHS..... me ; By Walter Hill 


Some Observations on Mr. Hill’s Survey 
By Sir Harold Bellman 


Slide-Rule Economics 


SUBSCRIPTION RATES POST 


THI EDITOR WILI BI GLAD By aul Bare au 


TO RECEIVE M.S. ARTICLES The B.I.S. and Multilateral Clearing 


THOUGH EVERY CARE WILL BI By Paul Einzig 
z LINS1E 
TAKEN, HI CANNOT HOLD 


Latin-America Adopts E.P.T. 
By a Special Correspondent 
The U.S.A. in World Economy 


The F.B.I. Squares the Circle 


HIMSELI RESPONSIBLE FOR 


ARTICLES SENT HIM 


bat Publications 
[He BANKER is published on 


the First Day of the month 


"! NATIONAL MUTUAL 


LIFE ASSOCIATION 


OF AUSTRALASIA wp. 


grants 


FREE CIVILIAN WAR RISK COVER 


Full particulars on request to 


5 CHEAPSIDE, LONDON, E.C.2. Phone: CITY 1606 


Appointments and Retirements 














A JOHN TANN STRONGROOM DOOR 
8 FEET DIAMETER AND 3 FEET THICK 


For a hundred and fifty years we have provided security for 
the Nation's wealth and records Now that an intense 
concentration upon the war effort prevents the present 
manufacture of security-work, we are nevertheless able to 
maintain our service to Bankers uninterrupted A few Safes 
and Strongroom Doors are still available and are reserved for 


the use of Banks with the approval of the Government 


| 
Founder 1795 


Edward Tann 





ZY YL: WH CH: 





JOHN TANN LTD., 117 NEWGATE ST. LONDON, E.C.| 


JOHN TANN 





pean noe te 


— 


son name 


ea RRR ES Lo oe 


VOL. LXX 


THE 


BANK 


APRIL 1944 








[Joint General Manager, Midland Bank Ltd.} 


MR. ALEXANDER WOODS, T.D., D.L. 











( xii ) 


@ Our technical representatives are at 
the service of the Bankers’ Architects for 
co-operation on all matters relating 
to Security equipment for post-war 
reconstruction. 


MILNERS SAFE CO. LTD., 21, HAMPSTEAD LANE, LONDON, N. 6 


Telephone: MOUntview 6555 











A Banker’s Diary 


CONSIDERABLE interest was aroused by the first concrete step taken to give 
effect to the new lending policies foreshadowed by the bank chairmen in 
their annual statements. This was the announcement by the 
Post-War Midland Bank that Mr: Alexander Woods, T.D., D.L., a joint 
Lending ; general manager, will henceforth devote his full time to the 
Midland development of rehabilitation loans. It is stated that the 
Bank Move re-settlement in civilian life of men discharged from the Forces 
is already calling for such facilities, which in a number of 
cases have actually been granted. The announcement adds that Mr. Woods 
has had close contact with industry, trade and agriculture in various parts 
of the country “‘and has enjoyed special opportunities for studying the 
financial requirements of smaller undertakings in particular.’”’ It will be 
recalled that in his annual review, Mr. Christopherson stated that his bank 
was studying the possibilities of widening its service “ to furnish the fullest 
possible support for promising enterprises under good auspices—support 
which shall be based as much upon the character, integrity and business 
capacity of the borrower as upon the extent and nature of his own material 
resources.” 


THE move will be welcomed not only as earnest of the banks’ intention to 
broaden the scope of banking accommodation but also as helping to put the 
new lending policies into perspective. Lord Wardington’s 
An statement that present circumstances would justify lending 
Industrial for capital purposes gave rise to suggestions in some quarters 
Subsidiary ? that a sweeping transition from deposit banking to the 
Continental system of industrial banking might be implied. 
Actually, it was clear from Lord Wardington’s statement itself that the 
departure was suggested purely on empirical grounds: namely, the abnormal 
liquidity of the banks and the special demands of the post-war period. This 
hardly suggests any radical transformation of the banking system, and, 
indeed, Mr. Colin Campbell has since stated categorically that: ‘“‘ The banks 
have no intention of adopting the fatal Continental system by which the banks 
became shareholders in almost every industrial concern.’”’ At the same time, 
there are suggestions that informal discussions have taken place on the 
possible formation by the banks of a subsidiary to deal with industrial lending, 
endowed with a moderate capital to be subscribed by the Big Five in co- 
operation and possessing powers to borrow from the parent institutions. As 
an objection to any such move, it has been urged that an organization of this 
kind might develop into a mere repository for unwanted business. 


THIS argument seems to be based on the traditional view that a long-term 
advance is ipso facto an unsound advance. It has to be remembered that the 
traditional objection to industrial lending is that it involves 


Liquidity two distinct kinds of risk: on the one hand, the industrial 
Theories risk proper and on the other hand the banking risk of being 


Re-examined unable to meet withdrawals of deposits repayable on 
demand. Under modern conditions, a run on the banking 
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system as a whole is out of the question and abnormal withdrawals from any 
of the large institutions individually almost inconceivable. Experience 
shows, moreover, that even at times of imposed deflation and severe industrial 
depression, the volume of bank credit never contracts by as much as I0 per 
cent. From this point of view alone, therefore, there would seem to be no 
reason why the banks should not hold a substantial proportion, or even the 
bulk, of their assets inlong-term form. Starting out from a condition of quite 
abnormal liquidity, the position would be doubly secure, so far as the risk of 
abnormal withdrawals is concerned. 

On the other hand, it must be recognized that under any system in which 
the resources of the banks were tied up for considerable periods in industrial 
concerns, the purely industrial risk must necessarily be higher than under the 
traditional advances system, which is devised to secure priority for banking 
creditors. From this point of view, therefore, the scope for sound industrial 
lending has to be measured not by reference to the volume of deposits, or the 
liquidity of the assets structure, but by the wholly-owned resources of the 
banks themselves in the form of their capital and reserves. Though the late 
Mr. McKenna stated by implication that inner reserves are fully equal to 
disclosed capital and reserves, it must be noted that the latter, at £142.5 
millions, now represent no more than 3.65 per cent. of deposits. Even under 
traditional deposit banking, it would be possible to make a case for the 
strengthening of the capital structure, and it is obvious that the scope for any 
departure involving more than the normal banking risk is fairly limited. 
UNDER the Mutual Aid Act, Canada has appropriated a further $1,000 millions 
plies to the United Nations during 1943/4. At the same time, 

the text has been published of a Mutual Aid Agreement signed 


to finance su 


Canada’s between the Dominion and this country on February 11 
Mutual Similar agreements have been made with Australia and the 
Aid Soviet Union. Of all the financial arrangements devised 


during the war, Canadian aid comes nearest to being an 
expression of the principle of equal sacrifice, being based on the conception 
that “‘it shall be a good and sufficient consideration for transferring war 
supplies to other of the United Nations that such supplies are to be used in 
the joint and effective prosecution of the war.”’ 

In laying the recent agreements before the Canadian Parliament, Mr. 
Mackenzie King pointed out, indeed, that the Dominion’s purpose in instituting 
the mutual aid procedure has been to leave at the end of the war no in- 
determinate obligations that would have to be settled by subsequent negotia- 
tions. It is in this respect that the position differs from that under United 
States Lend-Lease. In the latter case, the terms and conditions under which 
foreign Governments receive aid “ shall be those which the President *’"—now 
Congress—“ deems satisfactory.”” In the Canadian agreements, it is expressly 
laid down that the recipient government will “ not be required to re-deliver to 
the Government of Canada any war supplies delivered under this agreement 
except as specifically provided.” The specific provisions are that Canada 
shall retain the title to cargo ships and that any supply which has not reached 
its destination at the termination of hostilities in any theatre of war may 
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revert to Canadian ownership. In addition, Canada may request the transfer 
of supplies to other users for relief purposes at the end of the war, or for the 
use of the Canadian forces still overseas, and may ask for the return of service 
aircraft and automotive equipment. 


A SPECIAL article in the latest Federal Reserve Bulletin amplifies and brings 
more up to date the comparison of British, Canadian and American taxation 
first undertaken in the Bulletin for December 1942. The 
Another general picture is, of course, very much the same. In the 
Tax 1942/3 financial year, both Canada and this country covered 
Comparison 49 per cent. of expenditure out of revenue, compared with 
only 28 per cent. in the United States. As a proportion of 
national income, United Kingdom taxes amounted to 42 per cent., Canadian 
to 36 per cent. and United States to 24 percent. In the current year, however, 
American taxation is expected to take 32 per cent. of national income and 
cover 42 per cent. of expenditure. 


me tax is concerned, taxation in Canada is about at the 


same level as in this country, and even slightly higher over certain ranges of 
income, but it includes substantially larger post-war credits. Of an income 
equivalent to U.S. $10,000 (about £2,500), for example, British taxation takes 
$4,300 and Canadian $4,698, but this includes a post-war credit of only $260 


in this country and of $1,091 in Canada. In the United States an income of 
this size pays $2,333. Similarly with indirect taxes. ‘ The tax on a gallon 
of liquor, for example, is $23 in the United Kingdom as against $7.30 in 
Canada and $7.50 in the United States. ... The tax on a barrel of beer 
in the United Kingdom is $28 against $7.90 in Canada and $7.93 in the United 
States. The tax on a packet of cigarettes ranges from 27 to 34 cents in the 
United Kingdom compared to g cents in the United States.’”’ In addition, 
‘corporation profits after tax rose substantially above their pre-war level 
in the United States and remained practically unchanged in the United 
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Ir taxation is so comparatively low, and price control and rationing far from 
complete, how is it that the United States has avoided severe inflation during 
the past year? The answer lies, of course, in the extra- 


U.S. ordinarily high propensity to save, which is helping to save 
Savings _ the situation at present but would make it extremely difficult 
Avert to avoid depression in normal conditions. How effective 


Inflation savings have been in damping down inflationary trends is 
evident from the recent income statistics (now issued monthly). 

Income payments to individuals in 1943 amounted to nearly $142,000 millions, 
an increase of $26,000 millions on the year. Yet expenditure for goods and 
services amounted only to $90,600 millions, against $82,000 millions—an 
increase of $8,600 millions, or no more than 33 per cent. of the additional 
income. Moreover, the high propensity to save was still being maintained 
in the final weeks of the year. Income payments in December amounted to 
$13,500 millions, representing an annual rate of no less than $162,000 millions. 
Yet consumption expenditures for November and December toget/er—including 


Christmas spending—totalled only $12,335 millions, an increase of 11 per cent. 
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on the year. Thanks to this—largely voluntary—restraint in spending, the 
general cost of living rose by only 3.3 per cent. in the twelve months to 
Dece mber 1943. These figures emphasize how misleading, and indeed 
irrelevant, is the volume of money or credit as an index of inflation. Thus, 
money in circulation in December amounted to the record total of $20,400 
millions, an increase of over 32 per cent. on the year. 


THE most interesting movement shown by the February clearing bank return 

was the further recove ry of nearly {11 millions in advances to £752.7 7 millions. 

This greatly stre ngthens the impression that the downward 

Advances’. trend of this item in progress since the outbreak of war has 

On the now been arrested. The lowest point actually touched was 

Upgrade {724.0 millions in November last, but this now begins to take 

on the appearance of a temporary check to a recovery which 

began as long ago as September last. Since the end of August, advances now 

bua a net rise of £21 millions, compared with a decline of £22 millions over th« 

corresponding months of 1942/3. On the year to February 1944, as will be seen 

{rom the table below, there was a contraction of only £8.8 millions, compared 
with {64.1 millions over the preceding twelve months : 


l'eb. Change on: 

1944 Month Year 

fm. fm. £m. 
Deposits o- ; as 3,890.8 — 05.4 + 371.9 
Cash .. eas ss x 414.2 — 1.6 + 41.4 
Call money a wi 149.6 = 8 — 4.1 
Discounts... o os 123.5 ~ 14.0 — 24.§ 
T.D.R. a ‘a i 1,264.0 41.0 + 331.5 
Investments as oa Relet.e — 7.5 + 32.5 
Advances... ~ - 752.7 + 10.9 — 8.8 


By contrast, investments at end-February were as much as £25.9 millions 
below the peak level touched in November last, which compares with a con- 
traction of only £8.9 millions over the corresponding period twelve months 
earlicr. The greater decline on this occasion is undoubtedly attributable to 
sales of the Conversion 5 per cent. issue called for redemption on May 1, 
which has been in demand at remunerative prices by the Government broker, 
rather than to any normal sales on the open market. For some time past, 
the growth in investment holdings veg been progressively slowing down. 
On the year to February the rise was £32.5 millions, against {91.9 millions 
a year earlier. On the record of previous Savings drives, however, it seems 
probable that the November peak will shortly ‘be exceeded as a result of 
subscriptions to the ‘‘ Salute the Soldier ’’ Weeks. 


Deposits in the February return show a contraction of £134.9 millions from 
the peak level reached over the turn of the year, compared with a decline of 
£103.7 millions in the corresponding months of 1943. Whereas 

Seasonal the January decline was attributable almost entirely to the 
Decline in reduction in cheques in course from the abnormal year-end 
Deposits level, this factor played little part in the February drop in 
deposits of {65.4 millions. At first sight, it is curious that 

“true ’’ deposits should have been unchanged in January, when Government 
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expenditures were fully covered from revenue, and sharply reduced during 
February, when the Government had to finance a current deficit of some 
{100 millions, as well as to replace £34 millions net encashments of tax reserve 
certificates. Unfortunately, there is not sufficient correspondence between 
the date of the debt return (February 26) and the widely varying making-up 
dates of the clearing banks to make it possible to resolve contradictions of 
this kind. 


TuE large and increasing scale of the activities of Federal corporations in the 
United States is brought out in a new survey of these Governmental agencies, 
discussed in a recent issue of the Guaranty Survey. “A year 
U.S. ago, as will be seen from the following table, the corporations 
Government and related agencies whose financial operations are reported 
Corporations by the Treasury Department had total assets of $23,199 
million, after deduction of inter- agency assets, an amount 

five times greater than assets on June 30, 1933: 

FEDERAL CORPORATIONS AND CREDIT AGENCIES 
POSITION AT JANUARY 31, 1943 


Assets! $m. LIABILITIES AND RESERVES $m. 
Loans .. si - _ a 8,085 Guaranteed by U.S. (includes accrued 
Preferred capital stock, etc. .. ia 524 -interest) a ~ 4,312 
Cash*® .. be Ye ia aa 605 Not guar anteed by U. S. 6,777 
Investments : —_—— 
U.S. securities m7 1,099 Total , .. 11,089 
Sec curities guarante ed by U: me 185 Excess of assets over liabilitie 2S a 12,110 
All other ais - 809 
Accounts and other receiv ables is 1,205 
Real estate and other business pro- 
perty.. ee ee oe ee 1,041 
Other® .. oe je Pe ba 9,646 
Total. . as sa .. 23,199 23,199 


1Exclusive of interagency assets and liabilities (except bond investments and deposits with 
Reconstruction Finance Corporation). 

*Excludes unexpended balances of appropriated funds, but includes cash deposited with the 
Treasurer of the United States. 

®Also includes real estate and other property held for sale. 

To date, twenty-six of these agencies have handled funds from all sources 
exceeding $35,000 millions, a sum which, it is commented, “ nearly equals 
the net cost of World War I to the United States from its beginning until 
June 30, 1932, including interest and veterans’ benefits.’’ Borrowing powers 
are on an equally vast scale: ‘‘ Eight alone have authority to issue $32,185 
million of obligations. Some have no limit.’’ A curious anomaly is that, 
while the Reconstruction Finance Corporation itself has a limited life deter- 
mined by Act of Congress, it is empowered during its existence to create 
corporations with unlimited life. 

In the United States, the whole question of Governmental corporations is 
the subject of controversy which is not without interest for this country in 
view of the prevailing popularity of the public corporation form of organization 
as a halfway house towards full public control. ‘‘ Numerous reasons,” it is 
pointed out, ‘have been given for the use of the corporate form of organization. 
Among these is freedom from the necessity of appropriations, which carries 
with it freedom from various governmental controls and restrictions, such 
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as budget procedures, personal regulations governing appointment, discharge 
and compensation, and various governmental rules regarding purchase, travel, 
space and property. Opponents of Government corporate organizations use 
similar arguments to justify their opposition’”’ Even official American opinion 
has at times been critical of Government corporations. ‘‘ Without a test or 
any standard by which their full accomplishment or failure may be measured,” 
it was argued in the annual report of the Secretary of the Treasury for 1919, 

‘ these concerns become primarily spending agencies, without the restrictions 
and obligations imposed by law upon Government establishments or those 
imposed by investe d capital upon private corporations which are to be tested 
by profits earned.’ 


A FURTHER increase of £50 millions in the fiduciary issue, to £1,150 millions, 
was announced on March 8, a series of withdrawals having reduced the Reserve 
Fiduciary 0©n March 1, as will be seen from the following table, to only 
Issue Up £14. 7 millions, of which the reserve of notes represented only 
Again £13.9 millions : 
ANALYSIS OF BANK RETURNS 
(£ millions) 


Note Bankers’ Government 
Circulation Deposits Securities Reserve 
February 23 oe ee be 1,077.5 200.3 240.4 23.6 
March I “s wa en 1,086.3 179.9 222.2 14.7 
a 8 ee ne “4 1,090.6 162.2 161.6 60.3 
os 15 ee oe es 1,091.5 178.9 175-1 59-4 


It may be noted that the increase from {1,050 millions to £1,150 millions 
has taken only 22 weeks, or exactly half as long as the preceding addition of 
£100 millions to the fiduciary issue. These intervals are not directly comparable, 
however, as the period between December 3, 1942, and October 6, 1943, saw 
the withdrawal from circulation of the large notes, which for a time quite 
considerably slowed down the apparent rise in the note circulation. An 
additional factor accounting for the more rapidly rising trend during the past 
few months has undoubtedly been the currency demands of large overseas 
forces in this country. At the same time, it is undeniable, as Lord Kinders ley 
recently stressed once again, that a fair amount of note hoarding must be 
taking place on the part of the domestic public. 


AFTER a lapse of some months, yet another increase in discount market 
resources has been announced. At a meeting to be held on April 12, Messrs. 
Jessel Toynbee and Co. are to increase their capital—at present 


Jessel {300,000 in {1 ordinary shares—to {600,000 by the issue at 
Toynbee par of £300,000 4} per cent. redeemable cumulative preference 
Capital shares. The consent of the Treasury has, of course, been 


Increase obtained and the shares will be placed on behalf of a syndicate 

by the New Trading Company, This is the third increase 

within a year in the capital of this unde rtaking, which prior to March last 

stood at only £135,000. A special point of interest about the present operation 

is that the rate of interest is only 43 per cent. In all previous discount market 

issues the nominal rate has been 5 per cent., though in some cases the shares 
have been issued at a substantial premium. 
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Nominee Holdings 
A Review of the Evidence before the Company Law Amendment Committee. 
(By a Correspondent) 
Sc FICIENT of the evidence given before the Company Law Amendment 


Committee has now been published to make it worth while to summarize 

the opinions expressed on the nominee system, which is probably the topic 
of greatest interest to bankers. 

Most of the recommendations fall into one or other of two well-defined 
groups. During the first eight days of the Committee’s sittings, eleven witnesses 
were examined. who had discussed this question in their memoranda. Two 
of these, the Official Registrars in London and Edinburgh respectively, were 
carefully neutral; four were in favour of some amendment to secure the 
disclosure of beneficial interest ; the remaining five were, on balance, against 
any change in the Act. Most of the latter appeared as the mouthpieces of 
institutional bodies, such as the Chartered Institute of Secretaries, the Associa- 
tion of Investment Trusts and the Accepting Houses Committee. *Of the four 
who favoured disclosure, one was the Senior Official Receiver in Bankruptcy, 
who dealt briefly with the point from his own official point of view ; another 
was Mr. Arthur Whitworth, who, as chairman of the Brazilian Warrant Com- 
pany, was able to testify to the methods used by his company to delve behind 
ostensible ownership; the third was Mr. Charles Nordon, the well-known 
solicitor; and, lastly, there was Mr. Hargreaves Parkinson, editor of the 
Financial News, with a whole basketful of suggestions for the greater pro- 
tection of the public. 

Apart from Mr. Whitworth, therefore, all the ‘“ business men” heard 
were against disclosure. This unanimity is worth noting, when one remembers 
that the nominee system has only reached large dimensions during the 
last twenty-five years. Of more importance, perhaps, are the reasons given 
by the two schools of thought for their recommendations. 

Taking first those who disapproved of amending the Act, a convenient 
start can be made with Mr. Cecil Turner, who presented a memorandum in 
conjunction with Mr. Wynn Parry. This says: ‘“‘ We are aware that the 
desirability of disclosing the beneficial holding has lately been aired, but the 
difficulty in which we find ourselves in offering suggestions under this head 
is that we are not informed as to the mischief which it is suggested should 
be allayed, nor from whose point of view the question is to “be regarded.”’ 
It goes on to suggest that if it were desired to compel disclosure, the best 
machinery would be to empower the High Court to order this in given circum- 
stances ; what those circumstances would be the witnesses could not suggest. 
When he offered oral evidence, this passage in Mr. Turner’s memorandum 
gave the Committee an opportunity to state what, in their opinion, had been 
in the mind of “‘ the consensus of opinion ”’ (QO 2018) to make it worry itself 
about hidden beneficial interests. There was (1) “ public policy in the sense 
that it is to the interest of the public, and of the shareholders, to know who is 


* (To this Group can now be added the London Clearing Bankers and the Scottish Banks, 
whose evidence was published as we go to press and will be reviewed in our next issue. Ep: 
BANKER). 
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in charge of the company,” and (2) the desire ‘‘ to prevent or try to prevent 
improper dealings by directors or officials in the shares of the company.” 

The views of those who were reluctant to see legislative limits placed on 
nominee facilities were most extensively set out on the eighth day of the 
enquiry, when Mr. Harold Brown and two colleagues were examined on the 
memorandum they had put forward on behalf of the Association of Investment 
Trusts. In that document they pointed out that the members of their Associa- 
tion whose offices were outside London would find it a great inconvenience, 
causing much delay in Stock Exchange transactions, if they were prohibited 
from holding shares in the names of their London banke rs oF the latter’s 
nominees. Assuming that the holding of shares in nominees’ names was not 
to be prohibited, the Association were, nevertheless, ‘‘ strongly opposed ”’ to 
any general provision compelling the disclosure of beneficial interest and 
to any general provision that a company should be bound to keep a register 
open to inspection giving information regarding nominee holdings. This 
opposition was based on the following grounds: (1) Often a nominee or 
trustee could not say for whom he held shares—e.g. the trustee of a will where 
the ultimate owners might be unborn ; (2) unless such legislation were made 
to apply to charges of shares and securities evasion would be simple, while 
if such charges were brought in the work would be enormously increased 
and transactions properly kept private would be made public ; (3) the work 
imposed on companies would be excessive and only a tiny fraction of it would 
ever be of use; (4) the registered holder frequently did not know whether 
he held for the beneficial owner. A, for example, knew he held for B, and 
could tell the company so, and presumably the company would then have to 
enquire of B whether any interest lay behind him, and so on ; (5) if Parliament 
thought the national interest required that the true ownership of some par- 
ticular shares (e.g. in newspapers) should be disclosed, direct means limited 
to that object should be used. Similarly, if it were thought right to get at 
directors who might cloak their dealings in shares of their own companies, 
specific legislation should be enacted ; (6) as long as bearer shares could be 
legally issued the proposal to identify beneficial interests would remain without 
object. 

This forthright memorandum naturally gave rise to a long examination 
of its authors. Regarding non-disclosure of interest by directors, the Chairman 
of the Committee said (O 3276): ‘‘ Whatever we decide to do about this, I 
entirely agree that it is useless unless we abolish bearer shares. How far do 
you think bearer shares are really useful and are used by companies?” Mr. 
Brown replied that they were very useful and that people on the Continent 
would not look at any others. Another member of the Committee later pointed 
out (QO 3389) that where companies operate through subsidiary companies, 
particularly abroad, it is sometimes desirable for legitimate business reasons 
that their connec tion with a subsidiary should not be known. “ If Parliament,’ 
he went on, “ thought it desirable to impose a statutory requirement of dis- 
closure of nominees, do you think . . . that the Board of Trade should . 
liave power to exempt from disclosure? ’’ The witnesses replied strongly 
in the affirmative. Later still, Mr. Catterns, in examining the witnesses, took 
the view that a register of shareholders was meaningless if there were many 
shares either in bearer form or in the names of nominees. 

The Association of Investment Trusts was followed by Mr. Granville 
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Tyser for the Accepting Houses. His memorandum covered much the same 
ground, but added the point that even if some particular shareholding had 
been put into the names of nominees, such action was not necessarily against 
the public interest. During the time Mr. Tyser was being questioned, the 
Chairman took the opportunity (Q 3613) to draw attention to the practice 
in Scotland, where any trusts are set out against the shares they concern and 
yet the company can still treat the legal owner as the owner for all purposes. 
Mr. Tyser agreed that the introduction of such a provision into any new 
English Act would meet one of his objections, but argued that it would create 
the disadvantage of causing an enormous increase in work with little good 
to be expected. On the difficulties sometimes arising from directors’ share- 
holdings, the Committee of London Clearing Bankers had put in a memorandum 
favouring not only a disclosure to the board of directors but also disclosure 
in the annual return. Mr. Tyser, on being told of this opinion, had no objection 
to the adoption of the first precaution, but regarded the second as undesirable, 
on the grounds that it would often be misleading and would unduly attract 
financial journalists to the files at Bush House. 

Mr. Wilkinson drew Mr. Tyser’s s attention (O 3734 onwards) to the problem 
of nominee holdings of foreign interests. ‘‘ Are there not,” he asked, “ certain 
companies of national importance in which there are restrictive articles of 
association, limiting the number of shares to be held by foreigners?” Mr. 
Tyser answered that he saw no great objection to legislation designed to 
prevent a contravention of this restriction through the use of nominees, ‘adding, 
however: ‘I hate to think of the possibility of this nominee legislation being 
applied to all companies.’’ Any scheme to force disclosure would always be 
open to several ways of evasion and even the cumbersome method of an 
application to the High Court would be preferable to making every company 
have a duplicate register. Before Mr. Tyser closed his evidence, Mr. Catterns, 
in questioning him, drew attention to the fact that since the outbreak of war 
bearer shares had been giving way to registered—in his view a good thing, in 
so far as experience had shown bearer shares to have certain great ‘dis- 
advantages from the public point of view, such as their usefulness in tax 
evasion. 

Two short passages out of witnesses’ answers largely sum up the views 
of those favouring the status quo after their recommendations had been put 
through the Committee’s question-mill. Mr. Cecil Turner, in answer to Q 2163, 
said: ‘‘ That sounds wrong, but you cannot legislate against everything ~ae 
and later Mr. H. G. Brown maintained that to bring in a limiting amendment 
would be “ oonilinine a thousand or ten thousand honest people in order to 
try and hit one dishonest person.” 

On the other side of the fence, Mr. Arthur Whitworth was as uncompromis- 
ing in his hostility to nominee secrecy as anybody on the status quo side had 
been in advocating its retention. He came before the Committee with the 
advantage that his company had already experimented with an attack on 
nominee secrecy, and that the measures taken had been take n for a limited 
and clearly-defined purpose. His memorandum holds that: “It is obvious 
that Nominee Registration companies provide a facility for transactions in 
shares by those in the possession of private and confidential information which, 
if taken advantage of, is a serious breach of their fiduciary relationship to 
their shareholders, is wholly against the public interest, and is contrary to the 
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spirit of development of Limited Liability Company practice which intended 
that shareholders should have the right of knowing who their fellow share- 
holders actually are.”’ 

The Chairman of the Committee asked Mr. Whitworth what measures 
the Brazilian Warrant Company took to enforce disclosure and was told: 
“We re — any nominee company or companies to declare the name of 
their beneficial owner on registration, and if they do not disclose that, we 
have the right of applying certain sanctions. We have had no case since 
those Articles came into operation of having to apply any sanctions.’’ There 
then followed a long exchange of question and answer (Q 1413 onwards), from 
which it transpired that Mr. Whitworth’s objection to the blank wall presented 
by nominee holdings was mainly due to his fear of directors hiding their 
operations. He agreed that a system of disclosure on the lines adopte d by 
his company lent itself quite easily to evasion by anybody really determined 
to hide his identity—it did not, for instance, go behind the screen of the 
private company. On the other hand, he did not consider the remedy put 
forward by the clearing bankers to deal with dishonest directors went far 
enough, and he advocated an arrangement whereby all dealings by directors 
should be circulated to the shareholders. 

Mr. Catterns’ examination of Mr. Whitworth went straight to the heart 
of = matter, as will be seen from the following exchanges : 

. 1447. “Mr. WV hitworth, you would agree that the practical difficulty 
of Pa Committee is to make recommendations which would reform the e xisting 
Act, without unduly tying up perfectly legitimate business and making that 
more difficult ?-—-Yes.”’ 

OQ. 1458. ‘‘ Would you favour the total prohibition of nominee holdings 
except under affidavit for a bona fide trust, or securities held against an advance, 
for example ?—No.” 

OQ. 1459. ‘“‘ You would not ? Is not one of your reasons that you think 
that individual shareholders should have the right of knowing who, in fact, 
controls the company if that position arose 2—Y es, not necessarily control. 
| think they are entitled to know who their co-shareholders are.” 

O. 1460. ‘‘ You think that an important point, no doubt? Of some 
importance, yes.” 

The examination of Mr. Whitworth showed that the game of Hunt the 
Beneficiary is likely to prove arduous. Mr. Hargreaves Parkinson, who was 
heard a week or two later, had evidently thought out the difficulties carefully, 
for his memorandum put forward a skilful compromise between existing 
practices and a universal round-up. Four of his proposals deserve quotation 
in full: (1) Existing restrictions on the entry of particulars of trusts in the 
members’ register should be maintained. (2) The directors of a company, or 
any member of a class of cages affected . . . should be empowered to 
demand particulars of the identity, nationality, occupation and address of 
the beneficial owner or owners of all or any shares appearing in the register 
under the style of a nominee company. (3) If such information were not 
furnished within a reasonable time, the registrar should be required (without 
the exercise of any discretion whatever) to withhold the payment of dividends, 
the recording of votes or the allotment of new shares on any increase of capital 
to any holder, by whatsoever name known, of the shares affected. (4) It 
should be provided, however, in order to avoid the difficulty of ‘“ tainted 





+ AR APR AEE RSNA 


ded 


are- 


res 
id : 
. of 
we 
nce 
lere 
‘om 
ited 
heir 
by 
ned 
the 
put 
far 
‘OTS 


art 


ity 
ing 
hat 


ngs 


ice, 


ink 
ICE, 
rol. 


me 


the 
vas 
lly, 
ing 
ion 
the 

or 

to 

of 
ter 
10t 
ut 
ds, 
tal 

It 
ed 





NO. MINE E ‘HOLDINGS 1] 





stock” in Stock Exchange dealings, that a bona-fide buyer for value, of on 
stock or share in which the Stock Exchange has given permission to dea 
should be entitled to have his name placed on the register, and enjoy all Prev 
as a member, on complying with any requirements as to disclosure of identity, 
whether the seller of the stock had previously complied with such require- 
ments or not. 

In examination, the witness agreed that a person could form a private 
company to buy desired shares on some register, but he pointed out that there 
would be access to the file of the private company in order to ascertain who 
its directors were. Later, Mr. Parkinson agreed that there would be a good 
deal to be said for some scheme whereby declarations of beneficial ownership 
should be required only for large holdings—-say those in excess of 5 or 7 per 
cent. of the total capital. This closed the examination of Mr. Parkinson 
and nothing fresh on nominees cropped up from Mr. Nordon’s evidence given 
later on the same day. 

Whatever further evidence is given, it is hardly likely that much fresh 
ground will be traversed, so far as the nominee question is concerned. It is 
plain that the use of nominee companics is a valuable facility for honest 
men and that its abuse should not be countered by clumsy legislation which 
would throw the baby out with the bath-water. A careful re-reading of all 
the relative minutes suggests to the writer that Mr. Parkinson has probably 
found the golden mean between the Gestapo and Go As You Please, and it 
will be interesting to see in due course whether and to what extent the Com- 
mittee will adopt this view. 





“Costless Credit” Again 


N so far as it keeps to its avowed subject of ‘‘ The Prevention of General 

Unemployment,” the new Fabian pamphlet (Research Series No. 79, price 

6d.) contains a great deal of good sense. The general idea of an expansionist 
policy now commands universal assent, and it was officially adopted on behalf 
of the Government in Lord Woolton’s recent statement on reconstruction. 
In a publication issued by a Socialist organization, moreover, it is encouraging 
to find support for “‘ measures to stimulate private investment by guaranteeing 
or subsidizing the rate of interest on approved industrial ventures ”’ and also 
to find considerable emphasis placed on the possibilities of overseas investment 
as ““one of the most powerful forms of ‘ public works’ ”’ and a means of 
stabilizing employment inside the main industrial economies of the world. 
Some of the proposed measures are rather more controversial. Thus, it is 
proposed that deficit spending should be financed through the banking 
system in its entirety and not merely to the minimum extent necessary to 
bring down interest rates to cheap money levels—an extent dictated purely 
by the liquidity preferences of the public. One would have thoug ht that to 
finance the whole of any public spending by the creation of ‘ “inflationary 
tinder” would be likely to produce a hi; ghly unstable situation and con- 
siderably aggravate the stabilizing task of the authorities if a revival of con- 
fidence should lead to a wave of spending and a rapid increase in the rate of 
turnover of the outstanding bank credit. That is, however, still a question 
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that can be argued from the viewpoint merely of expediency. 

The discussion moves off this plane and begins to involve important 
questions of principle when the Fabians go on to assert (what many people 
would vigorously contest) that their employment policies could “ only be 
successfully executed if certain institutional changes are brought about ”— 
changes that would represent a long step in the direction of Socialism. Among 
them are proposals that (without any formal change in ownership) would 
terminate the status of the banks as independent institutions and reduce 
them to that of mere Government agencies. Indeed, it is contended that this 
is already the de facto position: ‘‘ The business of the banks now consists in 
acting as agents for the Government, and they should be treated as such.” 
In practice, this comes down to the now familiar contention that the State 
should not pay interest on securities issued to the banks and should in addition 
have the benefit of any economies obtainable by “‘ soaking ”’ the depositor to 
the full extent of what he could be forced (by a money ‘ trust) to pay for cheque- 
clearing facilities and other banking services. ‘‘ The costs of the banking 
system must be met, but there is no need to do that by charging interest upon 
the assets granted to the banks by the Government in return for the costless 
creation by them of the amount of money necessary to maintain an adequate 


total expenditure. . . . We are of opinion that there is no justification for 
differentiating between money created by an issue of notes and money 
created by direct Government borrowing from the banks. . . . Moreover, 


there is no reason why a larger part of the banks’ costs should not be 
recovered from the private users of the facilities provided by the banks.” 

These ideas have been met with before, and the Fabian re-formulation of 
them is chiefly significant as evidence of their wide diffusion. Many of these 
propositions were discussed in our issue of October last, under the title ‘“ The 
Future of Banking ? ’’, while the costless credit theory was examined at length 
in our issue of February 1941. There is no need to go over the whole ground 
again, but certain points in the Fabian presentation require answering afresh. 
To do this, it is simplest to examine the theoretical justification advanced 
for this whole approach to the treatment of the banks and their depositors. 
This is the argument that “‘ bank deposits today do not represent the accumu- 
lated savings of the public; they have been created overwhelmingly by the 
Government itself.”’ 

Now, any proposition about the creation of bank deposits is apt to lead to 
all sorts of sterile controversy, turning largely on questions of the proper 
use of words. Let it suffice, then, to point out that bank deposits have only 
been “ created ’’’ by the Government in the same sense as the whole of the 
national debt has been created by the Government. An expansion in deposits, 
that is to say, results from the general process of deficit finance w! hich gives 
rise to an expansion in Government debt as a whole. It is the essence of war 
economics that, by an elaborate system of controls, the public is prevented 
or discouraged from spending the whole of its income. The balance goes to 
maintain those engaged in the war effort. Part of this unspent surplus is 
taxed away. But for the remainder, individuals are given either actual cash 
or claims to future cash in proportion to the extent that they refrain from 
spending now. To a certain extent, people prefer not to hold direct Govern- 
ment obligations, but to transfer their claim to the banks, who undertake 
certain services in exchange for assets bearing a lower rate of interest than 
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those issued direct to the public; and that is the genesis of bank deposits 
under deficit finance. It will be noted that deposits are completely inter- 
changeable with direct Government obligations at the option of the individual 
owner of unspent income. And the only way in which anybody can acquire 
either Government securities or an increase in his bank balance (apart from 
selling other capital assets) is by refraining from spending income. 

It follows that if securities such as Savings Certificates are to be regarded 
as representing savings, then bank deposits must also be recognized to represent 
savings. It follows, too, that any claim to suspend payment of interest on 
the assets which form the counterpart of bank deposits, on the ground that 
deposits are not savings, would apply equally to any other element in the 
Government debt. But the Fabian pamphlet does not oppose the payment 
of interest in general. It singles out bank deposits (and the equivalent 
Government debt) for special discriminatory treatment. Having disposed 
of the myth that deposits are not savings, we therefore have to enquire whether 
there is any other basis for such discrimination. Now, interest in general is a 
payment for surrendering an immediate claim to cash in exchange for a deferred 
claim for cash. The element of abstention in the acquisition of such claints 
has already been referred to. But the person who surrenders cash for an 
interest-bearing security is also undertaking a certain risk, for which com- 
pensation is required : not the risk of non-payment, but the risk that the capital 

value of the deferred claim will be depressed in the interval before its maturity 
by a rise in interest rates. It is the increase in this risk element which basically 
accounts for the spread between short and long rates. 

Are the banks as holders of Government. debt in any different position 
from the rest of the community ? Clearly not. If they purchase Government 
securities having some years to run they have no special claim to cash these 
in at face value at any time during their life ; they stand the risk of any capital 
loss that may be involved should they require to liquidate their holdings before 
maturity. A large part of the art of banking is to build up the most remunera- 
tive assets structure consistent with safety ; which means a nice assessment of 
fine shades of risk and contingencies of varying degrees of probability. It 
should not require pointing out that this is not a mere agency function but 
one fully consistent with the status of private enterprise. In a particular 
environment the risks involved may appear small, but they are not in principle 
non-existent—if only for the reason that the economic environment may 
change 

Again, if the mere fact of holding a large block of Government securities 
were ‘suffic ient to constitute any organization an agency of the Government, 
then the same principle would have to be applied not to the banks in isolation 
but to any other institution which is able to canalize the savings of the public 
into Government securities. It would apply, for example, to investment 
trusts, insurance societies and, in wartime, to the building societies—just as 
the claim that the State is entitled to any profits deriving from bank deposits, 
on the ground that these are used as money, would also apply in principle 
to anybody issuing assignable debts, from the butcher and the baker up to 
the acceptance houses. In claiming that the State should not pay interest 
on securities held by the banks, the Fabians are really saying this : The State is 
entitled to debar other borrowers from the market, and thus bring down its 
own borrowing rate. Having in this way ensured that those handling the 
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savings of the public can invest only in Government obligations, the State 
is then entitled to turn round and say that this constitutes its creditors as 
mere Government agenc ies. And having dubbed its creditors as agents, the 
State is then entitled to assert a claim to the whole equity in the creditors’ 
business, which under the existing law of the land is the property of their 
shareholders. 

So long as the banks hold Government debt as principals, and take thi 
normal risks of doing so, any such claim is manifestly untenable. It would 


1 


become reasonable only if all the Government securities in the portfolio of 


the banks were sight obligations or their equivalent. Until that is the position, 
the claim that the banks are mere agencies cannot be substantiated. But 
the Fabians are not content merely with claiming that the whole benefit of 
the banks’ organizations, their oe gs and their contacts with the public, 


should enure free of charge to the benefit of the Government, and not of the 
h whose resources they were built up. The Fabians also wish 


+h 


shareholders w 
to secure for the State any additional payment that can be squeezed out of the 


li 


depositor in payment for banking services. 

This suggestion has already been examined in our issue of October last. 
[It remains only to point out once again that, though most depositors would 
undoubtedly pay re in the last resort rather than surrender the advantages 


of a bank account, the cost of providing these services cannot be more than 


nou he. per cen al 
n bank deposits would involve an actual loss to the bankins sys 
cost less than 1} per cent., then the bank makes a profit ; but t 


i 


ywed on Treasury deposit receipts ; otherwise any increase 
tem. If they 
he amount of 
this profit under present conditions is limited by competition in service between 
the individual banks, as well as by competition with other institutions. It is 
obvious that any additional payment exacted for these services would bs 
monopoly profits in the truest sense, procurable only by the concerted pressure 
of a banking system operating as a single unit. 

Once again, one can only ask why this squeezing process, if justifiable im 
the case of bank depositors, should not be applied consiste ntly he everybody 
with whom the State has an dealings. The closest analogy is obviously with 
the holder of a Post Office savings account, who secures facilities for with- 
drawing money at any place in the country, gets his cheques cleared and 
receives 2} per cent. interest into the bargain. Nowhere is it suggested that 
the Fabians propose to apply their principles to the Post Office depositor 
for obvious political reasons. But unless the same treatment is to be doled 
out to the holder of a Post Office account as to the clearing bank depositor, 
it is probable that the Fabians’ money-saving schemes would on balance 
raise the cost of Government borrowing rather than reduce it, by diverting 
funds to the Post Office. 

The logical method of mulcting the depositor to save the Government 
interest, in any case, ogg as we have already pointed out—be to raise 
the stamp duty on cheques, rather than to appoint the banks as tax-gatherers 
in disguise. The effect of the se peapensis would then be clearly comprehensible 
to the public as a whole. And the conclusion would undoubte dly be that any 
such method of raising additional revenue would be undesirable, both as a 
deterrent on business activity and because it would put the public to all 
sorts of shifts to avoid drawing cheques. In essence, therefore, the Fabian 
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approach might save a little interest on what is already the most inexpensive 
portion of the national debt only at the cost of preventing the public from 
making the fullest use of the banking system. Their proposals are precisely 
on all fours with a suggestion that the State should raise the interest on debt 
issued to finance the building of roads by resurrecting the toll-gate system. 





Industrial ‘Ba inking Reconsidered 
By G. me 


ONSIDERABLE interest was naturally aroused by Lord Wardington’s 
reference to the possibility of bank lending for capital purposes after 
the war. It can safely be assumed—indeed, Mr Colin Campbell has 
explicitly stated—that this remark is not to be construed as meaning that the 


banks have in mind anything so far-reaching as the adoption in this country of 
industrial banking on the Continental model. It is nevertheless of interest 
to re-examine the problems of technique and of policy that would be raised 


by a closer association between the banks and industry. For light on these 
questions, it is necessary to look to Continental banking experience in general 
and that of Germany in particular. 

Founded partly i in the 1850’s and for the rest in the early ‘seventies, the 
German banks were from the beginning fairly closely linked with industry. 
The furtherance of industrial business was even an important reason why a 
number of private banking houses decided to sponsor and promote the forma- 
tion of joint stock banks. It was felt that large industrial credits and participa- 
tions in industrial undertakings were beyond the scope of private institutions. 
The ‘‘ industrial revolution ”’ started in Germany some decades later than in 
the British Isles; and when industrialization of the country developed, 
was in a comparatively poor country. If industry in general was to aad. 
it would have been impossible to achieve this aim without the help of the 
credit machinery. The banks gave their support on an ever-increasing scale 
and never confined themselves to the limits set to joint-stock banking in this 
country. The German banks, apart from being deposit banks, have always 
acted as “ banques d'affaires,” combining the activities of commercial banks 
issuing houses, promoters, stockbrokers and up to a point even of investment 
companies. 

Every kind of industry met with the support of the banks, who in many 
instances provided even fixed capital and felt they were justified in lending 
a certain portion of their deposits (there was never any exact ratio) on medium 
term to industry. In doing so, they generally refrained from making a written 
agreement with the industrial firms, explicitly granting the facilities for longer 
periods ; but it was understood betwe en the bank and the client that normally 
the credit would not be called, but would continue until such time as the 
industrial firm was able to repay out of profits made, or when the bank deemed 
the time ripe and opportune to convert the credit into an issuc either of debenture 
or of share capital. Here the banks were helped by the fact that they were 
themselves issuing houses. In regard to the funds available for lending 
purposes, it has to be borne in mind that the German banks, unlike the British 
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banks, put some of their three months’ acceptances at the disposal of their 
clients for business other than the financing of the movement of commodities 
or goods. A considerable part of the acceptances of the German banks have 
always been mere finance acceptances, serving purposes which would be 
provided by the British banks in the way of overdrafts to their clients or 
would not be provided at all. . 

An additional means of providing capital for industry was the subscription 
to share capital. Either alone or by way of a syndicate, banks often took 
over shares, mostly in order to place them immediately amongst their clientele, 
but freque ntly with the intention to nurse them until they thought the moment 
was opportune either to distribute them amongst clients or make a public issue. 

Generally speaking, the experience of the German banks with their in- 
dustrial business up to 1914 was a good one. Of course, they were helped by 
the times ; after the so-called ‘‘ Gruenderjahre’”’ the trend was one of constant 
expansion and rising profits. Of course, one or two years of depression 
intervened, but this was always overcome within such a short period as to 
sound almost incredible to our generation, which has become so sorely used 
to times of crisis extending over years. With a few exceptions, it is safe to 
say that nearly everything was either right from the beginning or that it later 
turned out to be right. To quote one instance : the Deutsche “Bank sponsored 
the formation of the Mannesmannwerke, the well-known manufacturers of 
tubes, subscribed the share capital and gave extensive credits. For years 
it was a source of trouble, but the Deutsche Bank saw it through, and the 
Mannesmannwerke became one of their finest connections. There was one 
further point : the big concentration in banking set in only around the turn 
of the century. Up to then what we now call “ the big banks ” had only a 
few branches. A considerable part, in particular of the industrial business, 
was transacted by the smaller provincial banking institutions. In the rare 
cases of failure of such a provincial bank, the big. banks were only too eager 
to expand their field by taking over the provincial bank. The most typical 
example of this was the failure of the Leipziger Bank in rgo1, which definitely 
failed on account of reckless business. Within twenty-four hours it was taken 
over by the Deutsche Bank, which up to then had not been represented in 
Saxony. 

It is unnecessary to try to shed any light on the connections between 
the German banks and industry during the period of inflation. Nobody can 
say whether during those years the German banks lent too much or too little 
to industry, as the value of every claim fell to nil. We only know that when 
the stabilization of the mark came at the end of 1923, the banks themselves 
had lost most of their capital. This was clearly shown by the fact that when 
the banks for the first time made up their accounts in the new Goldmark, an 
unusually high proportion of their capital was represented by their premises. 
This would lead one to the conclusion that the banks during the inflation 
period had, if anything, been too orthodox. The bulk of their deposits had 
been held in liquid funds or lent to clients and they had refrained from investing 
part of the deposits in foreign exchange (as far as allowed) or shares, which 
would have left them with huge capital assets at the end of the inflation. 

After the inflation, the task of providing capital for industry was again 
imposed upon the banks. A great part of German industry, contrary to general 
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belief, lost heavily through the inflation. It is safe to say that an endless 
number of industrial firms at the end of the inflation was left with nothing 
but their plant (in numerous cases not more than bricks and mortar) and 
their machinery. They were completely denuded of working capital. After 


‘1924, therefore, nearly all the working capital, and sometimes even fixed 


capital, had in many cases to be provided by the banks. 

The fact that industry had to a great extent lost its working capital led 
of necessity to a deterioration in the security available for bank credits. 
Mortgages played a far bigger part compared with the period before 1914. 
Further, in many instances the banks had had assigned to them their clients’ 
claims against customers. This latter procedure was facilitated by the fact 
that, contrary to English law, the assignment of claims in Germany is valid 
without a debenture or a bill of sale. It frequently happened that an industrial 
firm would in point of fact belong to a bank lock, stock and barrel, although 
the outside world would only be able to discover that the bank had a mortgage 
on the firm’s plant and premises 

One additional point should be mentioned. By the time the inflation was 
over, a good many mergers had taken place between the banks, and most of the 
provincial banks had disappeare d, having been taken over by the “ big Banks.” 
By far the biggest part of German banking, and in particular industrial banking, 
was concentrated in the Deutsche Bank, the Dresdner Bank, the Danatbank 
and the Commerzbank. Before 1914 a great part of the industrial banking 
business was transacted on the spot in the provinces by independent institu- 
tions. The management of these banks had close contact with industry and 
its leaders in their district. They knew the people and they were able to make 
their decisions themselves. There was a considerable difference between, for 
example, the management of the Essener Creditanstalt at Essen and the 
manager of the Essen branch of one of the big Berlin banks. This was perhaps 
not so very pronounced in the first years after such a merger, when generally 
the heads of the former provincial banks were appointed to managers of the 
branches that were the successors of their old institutions. When in the natural 
course of events they disappeared, their successors were lacking their ex- 
perience and their standing vis-a-vis the central board of the banks. It is not 
suggested that the managers of the big branches of the German banks lacked 
the training for their jobs ; on the contrary, the majority of them were highly 
trained. They were really “ managers ”’ and not just “ clerks.’’ Incidentally, 
this was also reflected in their remuneration, which was certainly far above 
that of a manager of a branch of a British bank. Nevertheless, the final 
decision had to rest with the central board in Berlin and in that way the 
machinery had become unwieldy. The managers in Berlin were almost in- 
variably over-worked and were deprived of the possibility of confining them- 
selves to big issues. Bagehot in ‘“‘ Lombard Street ’’ remarks that if the head 
of a large business “‘ is very busy, it is a sign of something wrong.” This was 
certainly true up to a point with regard to the German banks. 

A further very important difference between the German and the English 
banking system must be mentioned. Through their Berlin managers, as far 
as the very big firms were concerned, and through their provincial managers 
in respect of the medium and smaller firms, the banks were represented on 
the boards of a host of companies. In many cases they held such a number 
of directorships that proper attendance to the duties of a director, even to the 
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limited scope of the duties left to a member of the “‘ Aufsichtsrat ” in Germany, 
was a physical impossibility. Of course, a lot could be said regarding the 
custom of allowing a manager of a bank to draw and retain a director’s fee in 
a company to which a credit is extended by that manager’s own bank. 

In spite of the foregoing critical remarks, the present writer is not of the 
opinion that the German banks’ link-up with industry was the cause, or at 
any rate the principal cause, of their failure in 1931. It is true that from 
time to time the banks suffered losses in their industrial business, but ex- 
perience has shown frequently that such losses eventually are recovered. The 
credit became frozen, the banks had from time to time to take shares in 
discharge of their claim, but eventually they recouped part or even all of 
their money. On the other hand, the failures of commercial firms very fre- 
quently did end in losses which the banks were completely unable to recover. 
If a commercial firm fails, the receiver sells the stocks, cashes in outstanding 
claims, if recoverable, and the firm is wound up, the creditors receiving their 
dividend, frequently only a very small one. There is not the same chance of 
recovery as with an industrial firm. 

Further, the banking crisis in Germany in 1931, in spite of the industrial 
depression in Germany and the rest of the world, was not caused by industrial 
failures. As a result of the crisis, of course, the German banks had by that 
time suffered losses in industrial credits ; but the main reason why they had 
to close their counters was a “run” that had gone on for many months. It 
was not so much a run on the banks as a run on Germany. It set in after 
the elections at the end of 1930, which had made the world afraid that political 
trouble was ahead in Germany. The “run” died down in January 1931. 
It started again and became accentuated after the failure of the Creditanstalt, 
Vienna, and when the Danatbank, on account of its huge commitment with 
the Norddeutsche Wollkaemmerei, Bremen, became the centre of talk; but 
the withdrawals were in no way confined to the Danatbank. For weeks and 
weeks the managers of the German banks, when arriving at their offices in the 
morning, found on their desks cables from the four corners of the world, 
withdrawing money—money that was not deposits but borrowed money. 
The best means of overcoming a run is to pay. If genuine deposits are with- 
drawn from banks and they pay, then money soon flows in again. A withdrawal 
of foreign funds is different. Very understandably, the world had become 
frightened at the German position. The only source from which to replace 
the money withdrawn from abroad was the Reichsbank. The German banking 
system, like the British system, knows only one ultimate reserve, and that is 
the central bank. In the critical July days, the Reichsbank did not live up 
to the requirements of the day. If its President, Dr. Luther, at the famous 
meeting of July 12, 1931, instead of reading from the Bankgesetz (Bank Act) 
had read Bagehot, then he would have known that in times of crisis it is the 
duty of a central bank to lend to the banks against any and every available 
security. This the Reichsbank did not do. If the Reichsbank had extended 
credit and, as the situation required, introduced exchange control in good time, 
the banks would not have failed, and the foreign creditors without any doubt 
would eventually have fared far better than they did. Of course, the failure 
of the banks in turn affected the security of their industrial business, not only 
by accentuating the general economic crisis, but because the banks in their 
plight tried on many occasions to call in industrial credits. This in turn led 
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to industrial failures and losses by the banks. But by and large these losses 
were not cause but effect. 

It is very doubtful whether any valuable conclusions can be drawn from 
the experience in German industrial banking as far as this country is con- 
cerned. The structure of banking in this country is and has always been 
completely different. The banks here, very rightly, can point to the fact 
that during the world crisis they were prob: ably about the only banks in the 
world whose stability was never in question and whose depositors never showed 
the slightest sign of concern. If the banks were to expand their industrial 
business on anything like the German scale, their whole nature would be 
transformed. Further, it must always be borne in mind that German industry, 
contrary to British industry, has always been short of capital, and that the 
mentality of the British industrialist is very different from the mentality on 
the Continent, and in Germany in particular. In the latter country, just as 
in the U.S.A. for that matter, industrial firms have always been only too keen 
to borrow money, believing even at times that ‘‘ the only way to make money 
is to owe money.” It is not enough for the banks to say that they are willing 
to be liberal in extending credits ; there must also exist the industrial firms 
m sufficient numbers eager to raise such credits. 





The Building Societies Year 
By H. E. Wincott 


NTIL the war ends, the analyst of building society accounts is going 
U: be hard pressed to discover anything outstandingly interesting or 
novel in the financial trends of the movement. At the beginning of 
hostilities, it was an easy and indeed a fascinating task to trace out in the 
annual figures the effects of the complete cessation of building activity and 
of the wartime fears of investors in the societies. These were relatively short- 
term movements, however, lasting from the outbreak of war only until the 
end of 1941. Thereafter, with the help of the Government's property in- 
surance scheme and the abrupt ending to the so-called “ Blitzkrieg ’’ which 
the Russian entry into the war brought about, building society veshove. like 
other investors, overcame their liquidity pre ference and the movement’s 
finances settled down to an extent which falsified most earlier expectations. 
In fact, the most interesting feature of the 1942 experience was the first 
tentative indication that the valeee of mortgage advances, although shrunk 
to but a shadow of the pre-war level, was on the increase. Nevertheless, 
subscriptions in both share and deposit departments continued to decline, 
and with the high level of the national income enabling borrowers to maintain 
mortgage repayments at a level little removed from “normal, the movement 
was inexorably unwinding. This unwinding process was evident, not in total 
assets (which actually rose by approximately 0.5 per cent.) but in the volume 
of mortgage assets—which are, of course, the core of the building society, 
and which declined by approximately 5} per cent. 
These movements were repeated in 1943. The Building Societies’ Gazette 
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has recently published its analysis of the experience of go societies last year. 
The sample, although representing less than 10 per cent. of the number of 
societies, covers some 77 per cent. of the total assets of the movement. 
Accompanying this article is the usual rather more detailed analysis of the 
accounts of seven leading and representative concerns. To deal with the 
larger sample first. This shows an advance in total assets from £563.3 millions 
to {578.4 millions, or by 2.6 per cent. If the same ratio of expansion has 
been experienced by the 841 societies whose balance sheets have not yet been 
analysed, the increase will be approximately {19 millions, bringing total 
assets for the movement as a whole to approximately £772 millions. This 
would be only very slightly below the highest figure ever touched—{773.2 
millions at the end of 1939. The changes in the items comprising these two 
similar totals have, however, been vast. Mortgage advances reached their 
lowest point in 1941. In 1942, the advance already recorded began. In 1943, 
there was the further substantial expansion from {9.8 millions to {19.8 millions. 
But it is only necessary to compare this 1943 total with the {140.3 millions 
advanced on mortgage in the peak building year of 1936 to show how markedly 
the main business of the movement has contracted. The growth in total 
assets, indeed, is entirely due to the increase in holdings of investments and 
cash, which are up by £39.7 millions at £153.7 millions. 


TABLE I—THE MOVEMENT OF FUNDS 


(in £000's) 








Shares Deposits 

a Ea . ? — —~ 

“Sub- ‘With- Balance Sub- With- Balance 

scribed drawn* End-Year scribed drawn*  End-Year 
19307 11,092 9,406 87,280 9,309 10,092 35,004 
Halifax .. os < 39637 2,614 5,579 84,935 6,064 5,350 34,244 
19444 3,398 5,077 85,220 6,095 5,080 30,501 
1938 3,826 4,282 38,370 2,343 2,530 10,510 
Abbey Road - 4 1942 1,325 2,003 37,306 349 605 7,488 
1943 1,176 2,194 37,266 200 563 7,280 
Cheltenham 1938 673 425 1,447 506 528 1,906 
and 1942 212 320 4,707 414 347 208 
Gloucester 1943 273 96 4,832 401 338 383 
Leeds 1935 047 448 3,054 35 322 1,231 
and < 1942 345 239 3,393 176 201 1,207 
Holbeck 1943 431 255 3,955 55 114 1,273 
( 1938 858 1,018 10,381 714 641 3,283 
Huddersfield es 4 2062 268 554 10,197 264 451 3,002 
1943 344 453 10,310 205 2260 3,202 
19387 $,706 6,519 28,459 4,133 659 4,039 
National «+ < 1942f 1,037 1,729 25,493 328 1,079 3,004 
1943$ 2,332 1,571 27,009 534 1,414 2,257 
1028** ,632 ,o6F 27,408 048 432 9,896 

Woolwich + 3193 —_ 7+40 3,04 3.43 

E — < It 42* 1,014 1,001 27,759 513 872 0,521 
quitabl 1943** 2,859 1,478 20,891 1,381 2,247 6,181 
1938 20,034 25,224 199,399 21,510 18,204 65,869 
Total, 7 Societies < 1942 6,815 12,715 193,850 9,008 8,905 58,094 
1943 10,513 11,324 198,183 9,727 9,952 59,137 


* Including interest. Years to January 31. {Years to October 31. §Fourteen months to 
December 31. ** Years to September 30. 
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TABLE II—MORTGAGE BUSINESS 
(in £000’s) 
1938 1942 1943 

= 2 me — ws ‘ = ae, 
New Balance New Balance New Balance 
Ad- Repay- End Ad- Repay- End- Ad- Repay- End- 
vances ments* Year vances ments* Year vances ments* Year 
Halifaxt .. 20,341 18,224 105,178 2,202 13,509 87,356 3.177. 13,739 80,831 
Abbey Road. . 7,311 7,584 406,067 717, 5,251 941,077, 1,109 5,771 = 38,407 

Cheltenham & 
Gloucester 1,275 1,162 6,201 318 Sol 5,737 353 8389 5,551 

Leeds and 

Holbeck .. = 1,023 75% 4,224 57 518 = 3,595 193 553 3,394 
Huddersfield 2,033 2,109 13,331 153 1,500 10,737 305 1,656 9,877 
National} .. 6,188 4,989 33,140 145 3,500 20,019 443 4,514 27,260 
Woolwich**. . 6,277 5,939 35,921 543 3,959 31,323 1,790 4,373 39,493 
Total, 7 Socs. 44,448 40,749 244,122 4,135 29,155 200,444 7,400 31,500 195,813 


* Including interest. +To January 31 of following year. {To October 31 in 1938 and 1942 ; 
1943 figures, fourteen months to December 31. ** To September 3o. 


TABLE III—QUICK ASSETS 


(in 4000's) 











1938 1942 1943 

- — ——— a — ~ = -- A 

Cash Investments Cash Investments Cash Investments 
Halifaxt .. a ick 5,187 17,182 6,995 29,112 6,985 39,162 
Abbey Road a ‘in 1,156 4,200 1,070 5,638 1,171 7,981 
Cheltenham & Gloucester 27 889 117 1,933 215 2,318 
Leeds & Holbeck we 37 218 133 1,085 137 1,609 
Huddersfield a ‘a 468 831 477 2,896 861 3,715 
National? sa i 930 1,717 619 591 4,729 
Woolwich$ - es 221 2,918 1,044 1,130 5,901 
Total, 7 Societies re 8,026 28,021 10,455 46,6014 11,090 65,415 


+ At-January 31 of following year. { At October 31, 1938 and 1942; December 31, 1943. 
§ At September 30. 
TABLE IV—PAYMENTS IN ARREARS 


(in £000’s) 

















1938 1942 1943 
aa — —<— «a nm =< A —_—__——— 
Sched. Sched. Total Sched. Sched. Total Sched. Sched. Total 
ag IlI** M’ges II* IIi* M’ges lp aii°* M’ges 
Halifaxt ms — It 105,178 131 2,156 87,356 75 1,359 80,831 
Abbey Road. . = I 46,067 149 566 41,077 08 396 38,407 
Cheltenham & 
Gloucester. . 2 2 6,261 13 27 5,737 13 23 5,551 
Leeds and 
Holbeck .. 4 — 4,224 30 3 3,595 19 6 3,394 
Huddersfield —- — 13,331 — 37. 10,737 ae 16 9,877 
Nationalt .. — — 33,140 49 200 29,019 20 94 27,2600 
Woolwich$ .. 2 5 35,921 41 65 31,323 42 24 309,493 
8 19 244,122 413 3,123 209,444 273 1,918 195,813 
—-+,- oud ——__-- _ —— ~- — | 
27 3,530 2,191 
Cols. 1 & 2 as 
% of Col. 3 009 1.69 ..83 


* Mortgages on properties of which societies have been upwards of 12 months in possession. 

** Mortgages where repayments are upwards of 12 months in arrear and properties have not 
been upwards of 12 months in possession of societies. 

t At January 31 of following year. { At October 31, 1938 and 1942; December 31, 1943. 
At September 30. 
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Our more detailed analysis of the seven societies shows, in Table I, a 
decided expansion in the amount placed by investors in the movement's 
share and deposit departments. Subscriptions for shares rose from {6.8 
millions in 1942 to {10.8 millions in 1943 and with withdrawals down from {12.7 
millions to {11.3 millions, the total outstanding in the share pean 
at the end of 1943 had increased from £193.9 millions to £198.2 millions; 
deposit total increased from £58.1 millions to {59.1 millions. These in- 
deposit subscriptions rose from {9.0 millions to {9.7 millions, and although 
withdrawals rose slightly, the year-end deposit total increased from {58.1 
millions to £59.1 millions. These increases are the more remarkable in that 
they have occurred despite the steps—reductions in dividends and interest 
paid and limitation of amounts accepted—taken by many societies to dis- 
courage the inflow of funds into the movement. Apart from exceptional 
cases the building society movement is sufficiently embarrassed by the problem 
of finding remunerative employment for its funds, in the absence of worthwhile 
mortgage business, to see little attraction in increasing that embarrassment 
by accepting funds which can only be invested in Government loans at low 
rates of interest. With the trend towards a reduction in interest rates charged 
on mortgage advances, it is unlikely that the movement will be courting 
the investment public for some time to come. There have been signs for some 
time that this trend towards reducing mortgage interest rates, initiated by the 
Halifax and Co-operative and several other societies, would become fairly 
general and this is now proving to be the case, although in the majority of 
instances the reduction—from 5 to 44 per cent.—is confined to new advances. 
A reduction to a flat 44 per cent. in all mortgages, old and new, automatically 
narrows, of course, the already slender margin between share and deposit 
interest and mortgage interest, from which expenses, war damage contributions, 
etc., have to be met. It is not a step to be taken lightly, but the competitive 
atmosphere which even today prevails in the movement may be expected to 
force its more or less general adoption in due course. 

Table IT summarizes the experience during 1943 in the mortgage depart- 
ments. The further recovery in the level of such advances and the new decline 
in the total of mortgage assets have already been brought out in the Building 
Society Gazette ani lysis, as has the further expansion in quick assets shown 
in Table I11. But Table II provides interesting evidence on the mortgage 
repayment experience. Such repayments totalled {29.2 millions in 1942 
for our seven societies ; in 1943, the total rose by 7.3 per cent. to £31.5 millions 

clear evidence that, despite the fact that many borrowers have suffered 
a contraction in income on entering the Forces, the over-all rise in the national 
income has completely falsified the gloomy expectations concerning mortgage 
repayments held in some quarters in the early months of the war. 

it is also interesting to read Table II in conjunction with Table IV. This 
summarizes the experience of the seven societies in the matter of payments 
in arrear and properties in possession. In 1938, the last full pre-war year, 
the value of properties in respect of which repayments were over twelve 
one in arrear, and of properties of which the societies had been upwards of 
twelve months in possession was infinitesimal—expressed as a percentage of 
total mortgages, the amount was only .00g. By the end of 1942, the eifects 
of war on some borrowers’ incomes, and also, it may be assumed, the effects 
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of raid damage, were seen in a rise in this percentage to r.69—the actual 
amounts in question rose from £27,000 to £3,536,000. During 1943, however, 
it is evident not only that the rise in property values has enabled the societies 
to dispose of some of the properties in their possession and, possibly with the 
aid of War Damage payments, to refinance other transactions, but that many 
borrowers formerly in arrear with their payments have now been enabled 
to overtake these, for the total value of affected properties has shrunk to 
{2,191,000 and the percentage to total mortgages, despite the decline in the 
latter item, has fallen to 1.12. 

The rise in values in the property market, however, has not been without 
its worries for the movement. The societies are understandably anxious to 
expand as much as possible the volume of mortgage advances—the most 
profitable branch of the business, as well as the raison ‘d'étre of the movement. 
At the same time, they regard the present price level in the property market, 
at least in some parts of the country, with considerable suspicion, and feel 
that a fairly substantial fall in values will be inevitable when the post-war 
building programme gets under way. Asa result, applications for new mortgage 
business are the subject of more than usually careful enquiry. Generally 
speaking, the practice is to grant advances only upon the society’s valuation, 
which pays attention to pre-war rather than to present values, although there 
isa tendency to grant advances up to the full scale of pre-war values, compared 
with the pre-war limit for ordinary advances of 80 per cent. This attitude 
of caution is understandable ; the directors are fully aware of the experiences 
of the property market in the years following the last war, and they have, of 
course, continuaily to bear in mind that they are the custodians of many 
hundreds of millions of small savings. At the same time, it is probable that 
sooner or later the movement as a whole must recognize that if present values 
are abnormal, it is equally unlikely that 1939 values will ever be seen again. 

So much for the movement’s financial experience during 1943. If the 
year was a relatively unexciting one in many ways, it was noteworthy for 
one of the most important merger developments in recent times. In August, 
the Abbey and the National Societies announced their intention to amalgamate 
into the Abbey National Society, thereby creating easily the largest unit in 
the movement after the Halifax, with assets of £82 millions. The merger 
was a “ natural’’ one, brought about by a coming together of two willing 
parties. It occurred at a time when there was considerable discussion of the 
possibilities of rationalization of the movement which, as is well known, 
consists of a relatively few societies representing the majority of the aggregate 
assets, and a multitude of small, local concerns. Thus, at the meeting of the 
Co-Operative Permanent Society in March 1943, Dr. Albert Mansbridge, 
discussing these small societies, said : 

“Often these offices overlook one another in the same street of the 
same town. Each individual society is doing much the same job of work, 
perhaps in a slightly different and individual way. All very valuable 
instruments of public service, all very ‘ British ’ and inde »pendent, but 
how much more valuable, how much greater the service, if unification 
and grouping took place.”’ 

In these circumstances, it was perhaps inevitable that the Abbey-National 
merger should give rise to somewhat vague generalizations as to the benefits 
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and economies which mergers bring. The statistical evidence, however, goes 
to show that, while Dr. Mansbridge was on safe ground in referring to the 
benefits and economies which amalgamations of the very small units would 
bring, there appears to be a fairly definite limit to the “ economic ”’ size for a 
building society, and that the cheapest operation is secured not by the very 
large or very small units, but rather by those of medium size. The Building 
Societies’ Year Book analyses the results of the movement each year by 
reference to the size of its units—those with assets exceeding £5 million; 
those with assets between {1 million and £5 million ; and “ other societies.” 
The following figures have been extracted from the 1942 analysis : 


Mean of Expenses 
Management Total Mortgage per £100 
Expenses Assets of mtges. 
£ 
22 Societies with assets exceeding scsi 
at end of year + ie 2,139,379 378,210,073 11/3 
71 Societies with assets between {1,000,000 
and {5,000,000 ; - re ae 737,574 151,904,779 9/9 
740 ‘‘ Other Societies . ie or ve 580,111 94,900,553 12/3 


At first sight, the conclusion that it is the {1- “(3 million society which is the 
most economic unit may seem somewhat surprising. It is fairly clear on 
reflection, however, that as and when a society takes on a “ national” 
character, with branches and agencies up and down the country, there is a 
danger that the wheel will come full circle, with a reversion to “ offices over- 
looking one another in the same street of the same town ’’—with the difference 
that when these offices are branches or agencies of a “ national ”’ organization 
there is superimposed the expense of some central organization for their control 
which was not in existence when the offices were maintained as separate and 
self-contained units. 

This test of an operating expense ratio is not, admittedly, the only criterion. 
There is a good deal of truth in the claim that large units in the movement 
are able to obtain the benefits of geographical spread unobtainable by smalj 
local societies. The dangers of concentrating interests in one locality have 
been particularly noticeable in some instances in the last few years as a re sult 
of the impact of war on this country, while on the longer view there is the 
chance that the secular decline in an industry closely identified with a par- 
ticular district may cause a local society difficulties which would not embarrass 
a large and better spread unit. At the same time, there is reason to believe 
that the degree of spread achieved by medium sized societies is a good deal 
larger than many people suppose. In sum, therefore, there is much to support 
the argument that, while there remains a good case for reducing the numbers 
of very small societies by amalgamation, the process would best be achieved 
by the establishment of more medium sized units rather than by the establish- 
ment of building society “ empires.’’ It is an interesting reflection that the 
building society movement is one of the few fields which provides an ‘“‘ operating 
expense ratio ’’ by which the most economic size for the individual unit can be 
established ; and one is left wondering whether the conclusion would be as 
favourable to the medium sized unit if the data were available for a similar 
examination of industrial concerns. 
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Post-War Housing Problems 
| By Walter Hill 


HE Government has accepted the responsibility for making available 
T: separate home to everybody that wants one and for ensuring a steady 

improvement in the general standard of housing. The first aim is to 
reach what may be called the shelter-per- -family stand: ird; the second is 
to provide not merely shelter but a given standard of comfort and amenities. 
The one is a short-term problem to be solved as quickly as possible after the 
war; the improvement of the amenity standard, on the other hand, is 
essentially a long-term problem. The two aims are quite distinct ; to regard 
them as one is to confuse the issue. 

The number of houses required to reach the shelter-per-family standard 
can be broadly estimated. In the absence of further heavy destruction, the 
total number of dwellings available after the war in Great Britain may be 
about 12,700,000, On the basis of certain assumptions, based on the estimated 
post-war size and composition of the population, Mr. M. A. Abrams, in an 
article in the November issue of Agenda, places the potential demand for 
separate dwellings at 12,785,000 units. On a superficial view the deficiency 
will be barely 100,000 houses. Actually it will be much greater, mainly 
because of the redistribution of the population during the war, but also because 
the demand for houses is not one for houses in general, but for houses of 
given types in each area. In other words, there may be a surplus of houses, 
or of particular types of houses, in one town or district and a serious deficiency 
in total numbers or of certain types in other areas. To reach the shelter-per- 
family standard in all areas it may therefore be necessary to add at least 
five per cent. to the existing stock of houses, that is 635,000. On this basis 
the total deficiency at the end of the war would thus be in excess of 700,000 
houses. On March 15 Mr. Willink, Minister of Health, estimated immediate 
post-war needs at about 1,000,000 houses. This may be somewhat high. 
The actual deficiency can only be ascertained by a detailed local inv estigation : 
since such a survey has not yet been carried out, a global figure of about 
750,000 dwellings seems not unreasonable as a working estimate of the need 
for additional dwellings to reach the shelter-per-family standard.* 

The number of houses needed to secure an improvement in housing con- 
ditions depends entirely on the definition of the standard of amenity that is 
to be attained. Mr. Willink estimated the need during the first ten to twelve 
years after the war at between 3,000,000 and 4,000,000 dwellings, including 
the 1,000,000 required to reach the shelter-per-family standard. But such 
an estimate has little meaning without careful definition. Once the shelter- 
per-family standard has been. reached by the construction of, say, 750,000 
dwellings, there will be little demand for additional houses—apart from 
dwellings required by a geographical redistribution of the population—for the 
increase in Great Britain’s population has virtually come to an end. The 
long-term housing problem is therefore essentially a replacement problem. 
And it requires planning ahead, not for ten years but for a generation. 





" Ti his estimate is tacitly confirmed by Mr. Churchill’s statement in his broadcast of March 
26th that in the first two years after the war we are to build 500,000 ready-made emergency 
houses and 2/300,000 permanent dwellings. 
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A large proportion of families may desire to live in modern houses. But 
to re house in modern dwellings ever rybody that would like one within the 
space of a few years is quite impossible. This would mean devoting to housing 
a proportion of resources in men and materials similar to that devoted to the 
manufacture of munitions in war, to the exclusion of everything else. But 
after the war there will be many other claims on the national resources ; 
the re-equipment and modernization of industry, the provision of ample food 
supplies, and so on, will all make a heavy call on the national resources. 
Indeed, the raising of the general standard of housing should be regarded 
essentially as a long-term problem. A replacement rate of 135,000 a year 
would renew the stock of the houses existing —_ the fulfilment of the shelter- 
per-family standard in 100 years; a rate of 270,000 would renew it in 50 
years. Since houses have in the past been built to last more than 50 years, 
the average rate of re placement designed to raise the amenity standard might 
be fixed between these limits. The lower limit might be regarded as a minimum 
and the upper limit as a maximum. There is much to be said for using in- 
vestment in housing as a “ stabiliser’ of employment ; within limits, building 
activity can be readily expanded, it can be widely diffused geographic illy, 
or expandes d in partic ular localities. There might, therefore, be a minimum 
rate of construction which could be quickly raised to the maximum on any 
threat of cyclical unemployment. The argument against a flexible long- 
term building policy is an argument in favour of the kind of rigidity which 
makes for unemployment and decay. 

Many housing en nthus siasts overlook the fact that an annual replacement 
rate of between 135,000 and 270,000 houses is far in excess of voluntary 
replacement in the "peat ; during the inter-war years this rate was barely 
30,000 a year. The reason is, of course, that replacement is extremely costly. 
If replacement takes place on the site, the selling price or rent of the new 
house must include, besides a return on the capital spent on construction, 
the purchase price of the old house and the cost of clearance. Moreover, 
replacement on a new site—such as suburban building—will be accompanied 
by a fall in the rents of old houses which need not go very far before new 
houses become relatively too expensive to attract occupiers in large numbers. 
A substantial proportion of a replacement programme such as that envisaged 
may therefore have to take the form of induced replacement. 

It is one thing to assess the need for houses on the basis of potential demand 
for separate dwellings and a given amenity standard ; it is quite another to 
ensure the satisfaction of these needs. It cannot be too strongly emphasized 
that a progressive and substantial improvement in housing conditions—like 
that of the general standard of living—depends ultimately on a rise in the real 
national income that can come only through an increase in productivity. 
The real housing problem is the high cost of good houses in relation to the 
incomes of the poorer section of the community and its solution must be 
sought by a reduction in the cost of housing. 

Housing costs can be reduced in two ways : 

First, there should be a drive for a reduction in real costs of construction 
by an increase in productivity. Hitherto, the building industry has been 
one of the most conservative of all industries—a conservation shared by many 
consumers ; it has made little use of the new processes and methods put at 
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its disposal by technical progress. As a result, costs in terms of labour and 
materials have remained high, both for the structure of houses and for modern 
amenities, such as heating systems and refrigerators. The report of the 
mission—the Bossom Mission—recently sent to the United States to study 
building me thods in that country is a reflection of the unsatisfactory state of 
affairs in Great Britain. It showed that although the wages of craftsmen before 
the war were more than three times as high across the Atlantic than in Great 
Britain and the price of materials slightly higher, the cost of finished buildings 
was little higher, on the average. Building in the United States was not 
organized as a mass-production industry before the war, any more than in 
this country ; but its productivity was much higher. Given imagination on 
the part of builders and goodwill on the part of the building trade unions, real 
costs of construction can be substantially reduced in Great Britain by the 
adoption of new processes and methods. 

During the emergency period after the war, that is until the shelter-per- 
family standard is reached, the Government will have to use special devices 
to ensure efficient construction of the houses most urgently needed. There 
will have to be priorities, and there will have to be control over the prices of 
materials and construction costs. The building subsidy, as a means of keeping 
costs down, is an instrument of doubtful efficiency in a sellers’ market, and a 
poor substitute for a drive for a reduction in costs. In other words, houses 
will be built for those who can pay the most rather than for those who need 
them most. At the end of the sellers’ market these emergency devices may 
no longer be needed, but it will still be the responsibility of the Government 
to ensure the conditions of technical progress. 

Secondly, there is much to be said for a cheapening of the finance of housing, 
for the rate of interest is an important element in the cost of houses. Here 
a distinction should be drawn between houses for the lower income classes 
and middle-class dwellings. For the financing of middle-class dwellings there 
is hardly a case for Government intervention, though the building societies 
which undertook the bulk of such financing before the war are no doubt 
alive to the importance of interest rates and are contemplating improvements 
in other directions ; but they have to pay the market rate to shareholders 
and depositors. For the financing of approved housing projects for the poorer 
section of the community, on the other hand, there is a strong case for making 
money available at gilt-edged rates to all local authorities and building 
societies: that is, without discrimination to all channels of financing. This 
form of subsidy is one of the least objectionable ; it would merely deprive 
investors of the opportunity to lend a given sum at higher rates. 

The importance of costs can be illustrated by an example: The interest 
charge on a house costing £500 and financed at 4} per cent.—the new rate 
charged by the large building sccieties— is {22 10s. od. a year, or 8s. 8d. a 
week. Financed at 3 per cent., the interest charge would be {£15 a year or 
5s. gd. a week, a reduction of 2s. 11d. a week. If a dwelling of equal quality 
and amenity could be built for £350, a reduction of 30 per cent., the intérest 
charge at 44 per cent. would be £15 15s. od., or 6s. 1d. a week ; if in addition 
it could be financed at 3 per cent., the interest charge would be only £10 Ios. od 
a year, or 4s. a week. In other words, by financing special categories of 
houses at 3 per cent. instead of 4} per cent., and by securing a reduction 
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in building costs of 30 per cent., the interest charge could be more than halved. 
And a saving of 4s. 8d. a week would be a large sum for poor families. 

So long as there is an acute shortage of houses, low construction costs and 
cheap finance would not automatically guarantee cheap houses. Prices and 
rents would be driven up. The continuation of rent control, though in many 
respects objectionable, can hardly be avoided, at least during the period of 
scarcity. Much, of course, depends on how this remedy is used. To freeze 
rents at pre-war levels, irrespective of the rise in the cost of repairs, in the 
cost of living and in incomes generally, is to compel the landlord to subsidize 
the tenant. Controlled rents might, therefore, periodically be adjusted in 
accordance with some formula, taking account of the rise in the cost of repairs, 
the cost of living and the extent to which a house is mortgaged. Further 
the upper limit of rateable values to which control ap plies might be pro- 
gressively reduced—at present it covers the great majority of houses let 
unfurnished. 

Finally, in spite of the fact that rent control of new houses might discourage 
private building, it would hardly be satisfac tory to have a controlled market 
side by side with an uncontrolled one. But if the instrument of rent control 
is wisely used, this disadvantage may not be as marked as is often supposed. 
A progressive reduction in the upper limit of controlled rents would steadily 
increase the free market in houses; and an upward adjustment in the con- 
trolled rents of existing houses, coupled with a real drive to bring down the 
cost of new dwellings, should go far to reduce the disparify between the rent 
of old houses and the rent that provides a reasonable return on new ones. 
If, nevertheless, the rent difierential between old and new dwellings remains 
substantial, the remedy is a subsidy or allowance to the nee dy tenant— 
children’s allowances would assist the large family—rather than a subsidy to 
the building industry which does not discriminate between the incomes of 
tenants. 

A large proportion of the houses to be built after the war—both in reachin3 
the shelter-per-family standard and in long-term replacement—will have to 
be houses to let. House ownership has many advantages, but it also has 
serious disadvantages, especially in so far as it restricts geographical mobility. 
The consumer should have the choice of buying or renting a house. And if 
he has this choiee there seems to be no need for any of the complicated and 
mostly impractical devices to insure himself against a loss by re-sale. Apart 
from the houses constructed by local authorities, the proportion of houses 
built to let was too small during the inter-war period. But there is no reason 
why private enterprise should not finance houses to let as it already finances 
flats to let. There is at least one example of a working-class housing estate 
financed by private enterprise that has been successful. The houses are 
well constructed, provided with modern amenities and let at a low rent; 
the success of the lanai is measured by a permanent waiting list and a steady 
— if modest—profit to its owners. There is room for further development, 
though this is a matter of Government policy, since access to cheap money for 
approved housing projects built by private enterprise would require the sanction 
of local authorities. But there is an equal need for new middle-class houses to 
let—a need that can be met by private enterprise, either by specialist organiza- 
tions or by existing institutions. 
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Perhaps the most important factor that emerges from any study of the 
future of housing is that the nature of the demand and of needs will differ 
substantially from those of the inter-war period. This is a permanent change. 
Once the shelter-per-family standard has been reached, the chief demand 
will be for replacement—much of it induced replacement. It is a change 
that will require a re-orientation in outlook and methods. 





Some Observations on Mr. Hill’s Survey 
By Sir Harold Bellman, J.P., LL.D. 


(Chairman, Abbey National Building Society) 


R. HILL, by his thoughtful survey of some of the larger aspects of 
Miticusing policy, has placed all students of housing in his debt. Mr. 

Hill has, in some respects, the advantage of detachment, and his 
approach tends on this account to be refreshingly direct. There is much in 
Mr. Hill’s argument which will be widely accepted among all schools of thought. 
It is, perhaps, one of the most encouraging features of the present discussions 
on housing that there is a widespread desire to seek the largest area of common 
agreement, rather than to exploit comparatively minor controversial issues. 
This is in complete contrast to the circumstances immediately after the last 
war and'‘no doubt the housing problem will benefit by this sane and constructive 
attitude. 

It is realized, of course, that the Government have still to announce their 
decisions on some of the major—indeed the most critical—aspects of policy, 
notably in relation to the Uthwatt report. Nevertheless, the present attitude, 
with the emphasis on the desire to secure the best solution possible in the 
general interest, regardless of sectional interests, should be of material assistance 
when the discussions on the legislation required by the problems remitted 
to the Uthwatt and similar committees can be undertaken. 

Mr. Hills begins by pointedly dividing the problem into two parts: the 
first and more urgent is concerned with reaching what he describes as the 
‘shelter-per family standard ’”’ ; the second falls into the longer term category, 
being concerned with the improvement of what he distinguishes as the 
‘amenity standard.”’ After reviewing the facts, Mr. Hill reaches a fairly 
definite conclusion as to the number of houses required under the first heading, 
and finally suggests a total figure of about 750,000 dwellings. It is difficult 
to dispute the bases on which this figure is determined. None the less, one 
is disposed, having regard to the teaching of experience, to be a little cautious 
in accepting any figure of this kind (howe ver rounded) with regard to housing 
requirements. I was once told by a leading figure in the India Round Table 
talks before the war that, in a particularly difficult discussion with Mr. Gandhi, 
it was remarked to him, ‘“‘ But surely, Mr. Gandhi, two and two make four ”’ ; 
to which Mr. Gandhi replied in a flash, ‘‘ Not in India.’’ One is attempted to 
think that arithmetic has somewhat similar limitations in relation to housin®. 
During the so-called ‘“‘ housing boom ”’ before the war, there were frequent 
forecasts that the number of houses built could not possibly be maintained 
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for one year longer, and elaborate calculations were produced to prove this. 
Yet the houses continued to be erected and likewise they continued to be 
occupied. In the circumstances, any estimate must be regarded as providing 
only the broadest of guidance, with necessarily a wide margin for possible 
error. 

It is unquestionable that once the necessary dwellings have been erected 
to satisfy the “ shelter-per-family standard,” the replacement problem will 
assume large proportions. It is obvious that a wide area of existing housing 
satisfies only the most elementary amenity standard. There is equally little 
doubt that public opinion is determined to obtain the best housing within 
reach. This attitude was already apparent before the war, but the war has 
undoubtedly sharpened it. It may well be, therefore, that the public will 
require as soon as possible after the war a more active replacement programme 
than Mr. Hill visualizes. This may complicate the distribution of labour 
and material in relation to the control of cyclical employ ment. Nevertheless, 
it would be unwise to underrate public impatience in this direction. 

In this connection, a problem arises which Mr. Hill touches upon, but 
which will require more detailed consideration than it has hitherto received. 
If, as is generally agreed, we have to embark upon an extensive replacement 
programme sooner or later, then the fate of the houses which are “ replaced ” 
becomes a matter of great importance. Mr. Hill pertinently remarks on the 
expense and daffic ulty of rebuilding on the site of the replaced house. We 
have considerable experience of this in regard to slum clearance. The fact 
remains, however, that the replaced houses cannot be left to their own fate, 
to become derelict and a kind of “‘ no man’s land.” There are such properties 
in every large centre of population, and unless we are careful these derelict 
islands will deve lop until they engulf wide areas. It is a question of preventing 
the semi-slums of today from becoming the slums of tomorrow. Admittedly, 
the solution of the problem will not be simple, but it undoubtedly calls for 
vigilance and careful thought. 

All who have closely studied the housing problem will share Mr. Hill’s 
hope that the building industry will seize its opportunity to adopt, within 
reason, those new processes and methods which will place it in the front rank 
of technical progress. In the same way, it is hoped that the active and willing 
co-operation of the workers can be secured, thereby not only assisting the 
problem on the output side, but also assisting it on the quality side. The 
worker in the building industry can play a considerable part in regard to 
quality, and public opinion will support him in whatever way may be necessary. 
We must all of us, at whatever stage we enter the housing problem, become 
acutely “‘ quality conscious.”’ 

Finance is certainly an important element in housing costs, and housing 
costs in turn have a very important bearing on the public’s ability either to 
purchase or rent new houses. Mr. Hill, in his approach to this problem, makes 
the useful distinction between those who cannot, and those who can, afiord 
housing based on full economic cost. This distinction is implicit, though 
perhaps not explicit, in the division of responsibilities for housing assumed in 
q@acrent discussion. Thus, it is generally reckoned that the local authorities 
will have the principal responsibilities in connection with the provision of 
housing at less than economic cost. Private enterprise would then assume 
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responsibility for the provision of housing designed to bear the full economic 
cost, though after allowing for any genera! subsidy i in which it might participate. 

It is worth while remarking that post-war subsidies will very probably be 
of two kinds. First, a gene ral. subsidy (more applicable to the first few years 
after the termination of hostilities) designed to minimize the admittedly 
inflationary elements which will then exist in building costs. This will no 
doubt be on a gradually decreasing scale as the inflationary element is 
‘‘ squeezed out,’’ due to an approach to reasonable equilibrium both in relation 
to labour and materials. Presumably both local authorities and private 
enterprise will for a period qualify for such a general subsidy, since the problem 
of inflated costs in the initial period after the war will be common to both, 
and an obstacle to progress in each case, at any rate, within limits. Clearly, 
this time the general subsidy must be so contrived that it really eases, instead 
of aggravates, the situation which it is designed to meet. Secondly, however, 
local authorities, in so far as they are generally concerned with the provision 
of houses for those in the lowest (and perhaps lower) income groups, will 
presumably have such special subsidy eae as may be necessary to 
enable them to attack this side of the problem effectively. 

Private enterprise, viewed in the perspective of its achievements between 
the wars, will no doubt be able to cater adequately for the rest of the field, 
and in this respect the building societies should be able to play a part not less 
significant than that which they, too, played in the inter-war period, when 
they provided funds for upwards of 2,000,000 new houses—equal to over 
half the houses built between the years I1g1g-1939. 

Mr. Hill makes an ingenious suggestion whereby building societies, no 
less than local authorities, should have money made available to them at 
gilt-edged rates for the financing of approved housing projects for the poorer 
section of the community. He regards this as a form of subsidy which is of 
a less objectionable character than general subsidies. This is a suggestion 
meriting careful consideration. It will obviously have to be considered from 
a variety of angles, and until this can be done one would prefer to reserve 
detailed comment. There will be general agreement with Mr. Hill’s argument 
that there should be a choice of housing, so that any person may choose as 
between renting or purchasing a property. Indeed, I visualize that the demand 
for houses for le ‘tting immediately after the war will be such that some measure 
of official priority in regard to both labour and materials may be necessary, 
in order to ensure that houses are forthcoming in sufficient numbers. Both 
the local authorities and private enterprise will have a part to play in this 
field. The efforts of the local authorities, substantial as they may be, are not 
likely to be adequate by themselves, and consequently it is imperative that 
private enterprise should contribute its quota. The finance of the private 
enterprise output, however, raises several problems. In this connection, the 
building societies have definitely indicated their willingness to provide con- 
siderable funds for the purpose. 

Discussions have been proceeding with the authorities, and no doubt a 
workable scheme will be evolved in due course. It is apparent, however, that 
it will not be sufficient to make provision for a framework on the one hand, 
and for the building societies to be willing to provide money on the other, 
without steps being taken to ensure that the houses are actually erected. 
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The societies’ own controlling legislation does not permit them to build them- 
selves, and the question now under active consideration is how to devise 
machinery to ensure the actual erection of the houses. It does not appear 
impossible for private enterprise to provide such houses to be let at rentals 
within the capacity of a very large number of wage-earners. In this matter, 

the building societies will have full regard to the importance of the rate of 
interest, on the lines indicated by Mr. Hill. This does not mean, of course, 
that the building societies contemplate foregoing their traditional field of 
providing advances in connection with houses for owner-occupation. They 
will have funds for both, since they are likely to be able to make available no 
less than £150 million per annum after the war. In this way they will be helping 
to cater for those who must ne cessarily be mobile and also for those who, 
their employment being reasonably settled in the geographical sense, prefer 
to own their houses. 

Optimism, however tempered, is the least becoming of attitudes in relation 
to the housing problem, but perhaps there is this modicum of satisfaction 
to be derived from the present situation: broadly speaking, and assuming 
a Government policy which will facilitate rather than retard output, our 
prospects of achieving a reasonably good solution of the problem now rest on 
a firmer foundation than at the corresponding stage of the last war. We must 
go forward in the faith that we shall succeed. 


Slide-Rule Economics 
By Paul Bareau 


HE task of post-war economic reconstruction will be tackled with an 
yee of statistical material the like of which has never been amassed 
before. To the compilation of this mass of data, every economist in this 
country has given unreserved welcome. But this formidable documentary 
preparation for the labours ahead, essential as it is, bears within itself an 
element of danger which should not go unmentioned : it is that of fostering 
a purely statistical or mathematical approach to economic problems; of 
translating these problems into purely quantitative terms ; of losing sight of 
intangibles which defy accurate measurement; of forgetting the human, 
social and political factors which must influence economic phenomena. It 
is not altogether an accident that the most barren and artificial economic 
heresies should be the work of chemists, physicists and engineers. These 
men regard economic phenomena and behavourism in the same light as the 
phe nomena they observe in their laboratories and on their test benches. 
rhey are impatient of the apparent insolubility or intractability of problems 
which, according to the precise laws of mathematics, should provide no diffi- 
culties whatsoever. 

The snares of this slide-rule approach to economic problems may be illus- 
trated by reference to three recent or contemporary issues in which it has 
been very much in evidence. The first was the theory of the compensated 
dollar, propounded by the American economist Irving Fisher, and actually 
applied in the United States during the course of 1933. Irving Fisher held, 
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quite rightly, that the highest attribute of a currency should be stability of 
its domestic purchasing power. Applying the crudest mathematical version 
of the quantity theory of money to the problem of maintaining this purchasing 
power, Irving Fisher suggeste d that stability of prices at the desired level 
could be obtained by varying the gold contents of the dollar in accordance 
with the movements of an index number of prices. In 1933, certain members 
of President Roosevelt’s brains trust were not only converted to this currency 
theory, but were given leave to try it out. For some months in that year, 
the dollar price of gold was fixed daily in New York at varying quotations 
which appeared at ‘that time to have been drawn out of a hat, but which, 
in fact, were carefully calculated in accordance with variations in the index 
number of wholesale dollar prices. The experiment was at first met with 
amazed incredulity, then with a gust of universal laughter, which mercifully 
killed it. The only effects of these seemingly arbitrary changes in the gold 
contents of the dollar were to cause confusion in the exchange markets, to 
paralyze the whole machinery of gold arbitrage and to add to the difficulties 
against which America’s foreign trade already had to contend at the time. 
The uncertainty created within the United States by these daily variations 
in the gold parity of the currency undoubtedly impeded the return of con- 
fidence on which business recovery was to be built. Those were the kind of 
results which the slide-rule had failed to forecast. 

The next illustration has more immediate application. It lies at the 
crux of the current discussions of the vital problem of fullemployment. Almost 
without exception, these discussions take as their starting point Keynes’ 
theory of economic equilibrium as developed in his Treatise on Money and 
expressed in the fundamental equations. Keynes discovered that in times of 
business depression and under-employment of labour and resources, the 
volume of investment fell below the volume of savings. The deduction from 
this diagnosis was simple: equalize savings and investment, and economic 
equilibrium will be restored. This equation of investment and saving is now 
the accepted premise of a full employment policy. But it is a far cry from 
the acceptance of this dogma to the over-simplification with which it is currently 
applied to the formulation of plans of post-war reconstruction. Any innocent 
now feels on perfectly safe ground in asserting that the only thing needed to 
ensure full employment is to equalize savings and investment, and in adding 
that if investment shows signs of falling short of the desired equilibrium level, 
it matters little how the required supplement i is injected into the body economic. 
It all sounds attractively simple and infallible. What the innocents fail to 
inquire is why the maladjustment should have occurred and whether the 
proposed stimulation of investment is likely to correct the root causes of the 
evil. To take a medical analogy, a deficiency of blood in the human body 
may under certain circumstances require the injection of fresh blood in the 
veins of the patient ; but blood transfusion is not the cure for all cases of 
blood deficiency ; in certain cases of anemia, such treatment, if applied to 
the exclusion of more fundamental remedies, might prove fatal. 

To return to the economic problem, the deficiency in the volume of in- 
vestment may be due to a variety of causes. It is conceivable that its roots 
will be found in purely monetary influences and in such a case the spiral of 
deflation can and should be arrested by purely monetary means. But the 
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deficiency of investment may be due to a host of other causes. It may be due 
to social friction at home or political tension and the fear of war; it may 
be due to changes in demand for a country’s produce and to rigidities which 
prevent labour and enterprise from adjusting themselves to these changes ; 
it may be the result of growing economic nationalism placing new obstacles 
in the way of a country’s foreign trade ; it may be due to inefficiency or graft 
and corruption in a country’s Government—in fact to a thousand and one 
monetary causes affecting the confidence of the entrepreneur. For the State 
to correct such deficiency of investment by setting in motion capital projects 
may immediately ease the problem of under-employment of labour and re- 
sources, but if the initial causes of the maladjustment remain, the injection 
of new investment, irrespective of the origin of the evil, may in the end make 
matters worse. . 

The third illustration is provided by some of the prevailing comments 
on the British and American schemes for exchange stabilization and inter- 
national capital reconstruction. In certain academic quarters, these schemes 
have been judged by one criterion above all others: namely, whether or not 
they serve the cause of maintaining equilibrium in international balances of 
payments. The concept of international equilibrium has quite rightly been 
raised to the position of a categorical imperative—neglect of it in the past and, 
especially during the inter-war period, has been too persistent and prolific a 
cause of disturbance not to have driven that lesson home. But it is a far cry 
from the acknowledgment of this importance of balance in international 
payments to the suggestion that it can be achieved and maintained by setting 
up international organizations which will pour short or long term capital into 
any gaps that may appear. To tackle the problem of international equilibrium 
in this way would be to deprive the system of all need for self-applied correc- 
tives on the part of deficit and surplus countries; it would foster every 
conceivable rigidity of national economic structures and place a discount on 
the efficiency and adjustability which are at the root of all progress. 

The combination of the full employment achieved in war and of lend- 
lease has gone to some commentators’ heads. They visualize a perpetual 
extension of conditions under which full employment within well-insulated 
national economies can be made compatible with the maximization of inter- 
national trade. The marriage of the two is to be effected by international 
organisms which will automatically fill the voids of international balances of 
payments under the thin disguise of long term low interest bearing loans. 
These loans are to be granted without other specific purpose than the restora- 
tion of deranged balances of payments and without reference to the normal 
standards of security and credit worthiness. 

It may be contended that there is no inherent connection between the 
bétises referred to in these three illustrations and the stocking of our armoury 
of economic statistics. That is true. But the danger of fostering a purely 
mathematical approach to economic problems, though not inherent in the 
activities of the statistician, certainly arises when the work of the statistician 
is misinterpreted by the inexpert and particularly by the sentimentalist on 
the look out for a short cut solution to such crying problems as that of un- 
employment and world poverty. The gist of some recent discussions of the 
problems of full employment and international reconstruction suggests that 
the warning uttered in this article is not altogether uncalled for. 
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The B.LS. and Multilateral Clearing 
By Paul Einzig 


FTER a delay of several months, the annual report of the Bank for 
A\ international Settlements for 1942-43 has just been made available. 

Its publication was awaited with much interest, not only because it 
was expected to contain much useful statistical and factual material which 
is not easily obtainable, but also owing to the fact that the previous report 
gave rise to sharp controversy in the Press and in Parliament during the 
concluding months of 1942. 


One of the main criticisms brought against the report for 1941-42 was 
that it accepted at its face value the German “ New Order” propaganda 
claim that the multilateral exchange clearing established for Europe with 
Berlin as its clearing centre was working, if not absolutely smoothly, at any 
rate tolerably. The report implied that the bulk of the trade of the European 
continent, including that of some neutral countries, is financed through the 
Berlin clearing office. The following is the actual text of the passage in 
question : 


“One of the main reasons for the introduction of greater uniformity in the European ex- 
change structure, especially as regards the valuation of the Keichsmark and the so-called free 
currencies, has been the desire to facilitate the working of a multilateral clearing over’ Berlin. 
By the beginning of 1942, seventeen out of twenty countries on the continent of Europe were 
in one way or another linked to the central clearing in Berlin; Portugal, Spain and Turkey 
being the only exceptions. Belgium and Holland settle with each other via the clearing in 
Berlin and, in addition, via Berlin with Bulgaria, Croatia, Denmark, Finland, France, Greece, 
Hungary, Italy, Norway, the Governor-Generalship of Poland, oumania, Slovakia, Sweden 
and Switzerland. France clears with Belgium, Holland and Norway via Berlin but with other 
countries direct. Norway uses the clearing in Berlin for settlements with Belgium, Bulgaria, 
Croatia, France, Finland, Greece, Holland, Hungary, Italy, the Governor-Generalship of Poland, 
Roumania and Switzerland, but settles direct with Denmark and Sweden, The Governor- 
Generalship of Poland passes through Berlin for its payments to Belgium, Bulgaria, Croatia, 
Greece, Holland, Hungary, Italy, Norway, Roumania and Switzerland ; and Serbia settles via 
Berlin and Bulgaria, Croatia, Hungary, Italy and Roumania, i.e. with all the neighbouring 
countries. Bulgaria and Roumania also settle their mutual payments via Berlin. 

“It has been reported that the volume of transactions cleared for the account of European 
countries through the ‘ Verrechnungskasse’ in Berlin had been trebled from September 1940 
to the spring of 1942. One of the vice-presidents of the Reichsbank explained in May 1942, 
with regard to the development of the bilateral clearing system into a multilateral clearing, 
that in wartime this system could hardly be expected to function without friction, since that 
presupposed a balancing of exports, which could not always be achieved, but that conditions 
would be different when the enormously increased productive capacity of Germany was turned 
over to peace-time goods after the war.”’ 


Although the B.I.S. did not give actual figures indicating the proportion 
of Continental trade transacted through the central clearing of Berlin, it 
does imply that seventeen out of twenty Continental countries were operating 
through it. The statement that the turnover trebled between September 
1940 and the spring of 1942 sounded very impressive to those who were 
uhaware of the fact that in September 1940 the turnover of multilateral 
clearing was quite negligible. In conveying the impression that the turnover 
was large and was expanding, the B.I.S. report laid itself open to legitimate 
criticism, all the more since it was obvious, at the time of the publication of 
the report for 1941-42, even to quarters with less opportunity to secure in- 
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formation about German-controlled Europe, that the much-advertised Berlin 
clearing scheme was an almost complete failure. In an article appearing in 
the December 1942 issue of THE BANKER, the present writer pointed out that 
the sphere of operation of the Berlin multilateral clearing was limited, and 
that even within that limited sphere it was giving little or no satisfaction, 

Much to the satisfaction of the critics, and to their complete justification, 
the B.I.S. report for 1942-43 shows a complete volte-face in this matter. On 
page 30, the report declares: ‘In actual practice, multilateral clearing so far 
has had little more to show than permits, given in isolated cases, to employ certain 
limited amounts for payments in third countries.’’ Thus, while the report for 
Iy4I-42 conveyed the impression that multilateral clearing was working 
regularly and automatically over the greater part of Europe, the report for 
1942-43 admits that so far (which, let it be noted, covers also the period dealt 
with in the previous report) there have been only isolated instances for the 
use of the system; that in each instance a special arrangement had to be 
negotiated ; and that the operations were not multilateral in the generally 
accepted sense of the term, but merely triangular. 

It will be remembered that since the early ’thirties there have been isolated 
instances for agreements to effect triangular clearing between the countries 
of Central and South-Eastern Europe. Judging by the above text of the 
B.1.S. report for 1942-43, and also by other official and reliable information, 
the much-advertized multilateral clearing of Berlin under Hitler’s “ New 
Order ’”’ has not proceeded towards the goal of multilateral clearing beyond 
the primitive stage reached before the war. Then, as now, it is necessary to 
obtain the consent of a country with a favourable trade balance to be able 
to settle its claim by transferring to its credit claims against Germany or 
against any third country. No country appears to have agreed until now 
that its claims should be settled automatically that way. And yet, the sub- 
stance of a clearing, whether internal or international, is that claims and 
counterclaims are automatically offset against each other as a matter of 
routine. 

In explanation of the failure of the multilateral clearing of Berlin, the 
B.1.S. report for 1942-43 states: “‘A real multilateral clearing, in which 
balances in one currency could, without serious restrictions, be used for 
settlements in other countries, presupposes an approach to equilibrium in 
the balances of payments and in the exchange structure—a state of affairs 
very different from the growing dise ‘quilibria which characterizes international 
relations under a war economy.” Translated into plain English, this means 
that the clearing accounts of all non-German Continental countries are so 
hopelessly choked with frozen reichsmark balances that nobody is prepared 
to accept such balances in settlement for its export surplus in relation to 
another non-German country. It would pe rhaps be too much to expect the 
B.I.S. to state this in so many words. But it does say that in Europe, 
‘clearings have largely ceased to serve their original purpose of equalizing 
incoming and outgoing foreign payments and have become a credit device 
by whic h the Government advances the funds nece ssary to enable the country’s 
export trade to continue even when no adequate countervalue is obtained 
from the importing country.” 

While the German attempt at multilateral clearing is an almost complete 
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failure, bilateral clearings between Germany and the rest of Europe are working 
to the full satisfaction of Germany. For, while Denmark is in a position to 
refuse frozen reichsmarks offered in settlement of her claims against Belgium, 
she has to accept an unlimited amount in payment for her exports to Germany. 
The figures published at the end of this article indicate the extent to which 
bilateral clearing has been operating at the expense of the occupied and 
satellite countries of Germany. But as for multilateral clearing, after the 
admissions of the B.[.S. report even Dr. Goebbels and Herr Funk will no 
longer be able to pretend that it is functioaing satisfactorily, or indeed that 
it is functioning at all. 
* * * 

The following table shows the total burden imposed on four of the occupied 
countries in the form of clearing debts and occupation costs up to the end 
of September 1943 : 


GROWTH OF CLEARING CLAIMS AND PAYMENT OF OCCUPATION COSTS, 1940-43 


(In millions ef Reichsmarks) 





Years 1940-1942 1943, January—September Grand 
Country Occupa- Occupa- total to 
tion tion end 
Clearing Costs Total Clearings Costs Total Sept. 1943 

France .. oo 2,400 16,100 18,500 2,000 7,500 9,800 28,300 
Belgium ae 2,410 3,150 5,500 1,400 1,300 2,700 8,260 
Holland an 2,810 4,100 6,910 1,200 1,600 2,800 9,710 
Denmark a 570 670 1,240 300 350 650 1,390 
Totals ie 8,190 24,020 32,210 4,900 11,050 15,950 48,160 





It will be seen that in the first nine months of 1943 these claims amounted 
to almost half as much as for the whole of the preceding period. The B.L.S. 
report points out that this “ accelerated rate of growth of German clearing 
debts in 1942 and 1943 is the result not only of the intensification of the war 
but to a large extent of increased prices in the exporting countries.” The 
growth of these claims, which have to be financed by the various “central 
banks, is of course one of the chief factors producing a cumulative inflation 
in the currencies of the occupied countries. How closely these two factors 
are connected is shown in the next table, which compares payments to Germany 
with the increase in note circulations : 


Out-payments on account 


of clearing claims or Increase in 
Country Occupation Costs Note-circulation 
during year during year 
1941 1942 1941 1942 
(In milliards of national currency units) 
Belgium a ae ta 8.6 18.4 13.6 19.4 
Bulgaria rap “ os II.0 8.2 6.9 5.5 
De ‘nmark ce be os 0.88 0.69 0.10 O.14 
France re a aa 42.0 116.2 49.1 112.6 
Holland Fe rr wale 0.95 0.81 0.56 0.92 
Hungary... ie oe 0.14 0.37 0.60 0.97 
Rumania .. 16.5 6.8 32.3 20.7 


As the B.LS. segue shes rves, ‘““in 1942 there was a very close corre- 
spondence between the growth of the clearing claims and the rise of the note 
circulations in Belgium, Holland, Slovakia and in Bohemia and Moravia ; 
for France the parallelism is with the payment of occupation costs.” 
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Various efiorts, it is pointed out, “ have already been made to offset the 
undesirable monetary effect of direct advances of the central banks to finance 
clearing claims and occupation costs. In Denmark, where the rise of the note 
circulation has been least pronounced, steps have been taken to tie up the banks’ 
cash reserves and to float ‘ sterilization’ loans. In Bohemia and Moravia 
the central bank has for several years issued interest-bearing Kassenscheine 
to mop up the surplus funds on the market ; the Dutch Treasury has taken 
over part of the Reichsmark claims against Treasury certificates, which the 
Nederlandsche Bank may sell on the market. In Hungary, part of the clearing 
claims was financed by the commercial banks, and in Belg gium an effort has 
been made to check the expansion by the payment of exporters’ claims in 
blocked Treasury certificates. . . . To counteract the undesirable monetary 
effects, efforts have been made to c heck the increase of central-bank advances. 
Thus from time to time the central banks in Hungary, Bulgaria and Rumania, 
for example, have strictly limited the amounts of Reic hsmarks the y would 
buy (especially those arising from incoming capital). . . . Some effect in 
checking surplus exports and, with them, the mone tary expansion has been 
produced by allowing exporters to wait for their money until it becomes 
unfrozen by the natural play of the clearing, i.e. until offset by imports.”’ 

The report further comments: ‘‘ There is evidently a conflict of interests 
between the creditors in the clearing who wish to import, i.e. to turn their 
Reichsmark claims into goods, and Germany, which seeks the greatest possible 
contribution from the European economy. . . . There is, however, a further 
and less evident conflict of German interests amongst themselves. In order 
that the clearing mechanism should work smoothly and that payments to 
foreign exporters be made immediately in their home currency (so that the 
exporters are not hampered in their activity by having their funds tied up 
indefinitely in the clearings), the clearings are financed in nearly all countries 
direcily by the central bank. This means that central-bank credit, and 
generally the note circulation also, rises more or less parallel with the clearing 
claim (as has been shown above) 

‘Owing to the considerable importance of these claims measured in the 
currency of the creditor countries and to the comparative narrowness of their 
capital markets, it has become more and more diflicult to finance any appreci- 
able part of these claims outside the central bank. Thus the undesirable 
monctary effects of the accumulation of clearing claims in the creditor countries 
have become intensified. Note circulation expanded to finance clearing 
claims (and occupation costs), combined with failing domestic production 
and declining imports, have been the cause of soaring prices and quotations, 
a search for Sachwerte, and other symptoms of inflation. But rising prices 
throughout a great part of Europe lead to higher prices for German imports, 
and the mobilization of resources for German account may be seriously 
imp air d by the social influences of cumulative inflation. 

‘ The measures taken to meet this situation are the price stop and exchange 

stability. If a European price stop for all prices has proved impossible, at 
least a price stop for goods entering into foreign trade has been attempted. 
Most new clearing and commercial agreements (which are often arranged for 
only a few months at a time) have clauses fixing the prices of the more 1m- 
portant commodities exchanged ; and, in addition, measures have been taken 
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for price equalization by special funds. Further, as the annual report of the 
Reichsbank points out, in spite of loss of purchasing power due to price and 
wage increases and other causes in a number of countries, foreign exchange 
rates have not been adjusted, Germany being “‘desirous of assisting these 
countrics in their efforts to maintain the value of their domestic currencies.” 

‘There are thus two problems arising from the clearing situation which 
affect both Germany and the clearing creditors alike: the much-discussed 
problem of future repayment and the more immediate problem of present 
inflation. 
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Latin-America Adopts EP.T. 
By a Special Correspondent 


to those in devastated Europe, whilst after the war the vast natural 
resources of the Latin-American countries undoubtedly ensure that they 

lay a prominent part in world reconstruction. At the same time, there 
; an enormous pent-up demand in Latin-America itself for imports of both 
capital and consumer goods, since in wartime these States have not been 
able to use their large foreign currency balances—deriving from active exports 
at high prices—to purchase necessary imports. Prosperity has, therefore, 
brought in its train the spectre of inflation, added to the fact that—despite 
individual good fortune—national budgets in the principal countries have 
continued unbalanced. Moreover, whilst it is true up to a point that favour- 
able foreign trade balances are an index of the ability to service external debt, 
it has to be borne in mind that the foreign balances do not always belong 
to the Government but rather to private traders or to the Central Bank which 
has purchased the export drafts from them. The point of most interest from 
the commercial point of view is the conflict of the respective claims upon 
available exchange of the foreign bond service on the one hand and of the 
import trade on the other. Thus, in reply to criticisms of the recent Brazilian 
debt scheme, the Brazilian Treasury has pointed out that imports have been 
greatly dethciees since 1940, and that after the war the country will need to 
import industrial and other machinery in renewal and replacement of that 
being used up at an abnormai rate. 

These factors have chiefly inspired the legislation on similar lines recently 
introduced in several of the South American countries, with a temporary wartime 
excess profits tax as its basis. Inflation will be countered by the removal of 
surplus funds from the markets, whilst at the same time Government revenue 
will be increased by this levy upon current very high industrial profits. Taxa- 
tion measures along these lines have been expected for some time and follow 
upon other anti-inflationary steps, such as the control of profits and prices, 
restrictions on the import of foreign capital and compulsory investment in 
internal bonds. Significant of the shortage of imported factory equipment 
in Brazil, taxpayers may, as an alternative to paying the excess profits tax 
(which runs from 20 to 50 per cent. on the surplus on basic profits), invest 


Pro those prosperous conditions in Latin-America are in sharp contrast 
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double the amount thereof in equipment certificates, redeemable in foreign 
currency at such time as holders are able to import machinery and implements 
for the re-equipment of national industries and to enable the Government to 
undertake transport and other measures urgently required by the country’s 
economy. 

One of the chief causes of fiscal disequilibrium in South America has 
been the sharp fall in customs duties resulting from the low level of imports, 
so that the new legislation aims at higher direct taxation. In Argentina, the 
new Administration is known to look askance at the present abnormally high 
trading profits, the rise in prices and consequent wage difficulties of the working 
classes. Consequently, the 1944 Budget estimates not only impose a temporary 
excess profits tax and sundry other new or increased imposts, but also tightens 
up tax collections and modifies the scale of income-tax so as to reduce the 
amount payable in the lower categories and to increase the taxes in the higher 
scales of income. Whilst the 1944 Budget is estimated to balance at the record 
high figure of 1,351 million pesos (say £80,000,000 sterling), it is officially 
emphasized that the total fisc: al deficit for the six years 1938 to 1943, inclusive, 
will probably reach 1,159 million pesos (say £68,000,000). Details of the new 
excess profits tax must await the clarification of a regulating decree, but, it is 
understood, will be based on the profits for the last three years, and will be 
on a sliding scale ranging from 10 per cent. on the excess profit up to 5 per cent. 
of the capital and free reserves, with a gradual scale of increases anags ' yased 
proportionately between the excess profit and capital plus reserves. 

It is impossible, even for those in close touch with Argentina, to make an 
nalysis of the political situation there at present, which continues obscure 
despite the severance of diplomatic relations with the Axis. Last year’s 
coup d’etat was undoubtedly exclusively of a military nature, confined to a 
small but powerful group, but their aspirations are difficult to outline. There 
has always been the desire to preserve independence in Pan-American affairs, 
but parallel with this is a general pro-British feeling which suffers no change 
through differences in political creeds. At the root of the matter lies the 
indifference of the average Argentine to politics, especially at a time when 
the nation lives in a state of prosperity that bears no comparison with the 
economic difficulties of most other countries. The principal products are 
foodstuffs, which are in sustained demand and must be purchased by those 
countries in need of them. Realization of Arzentina’s economic dependence 
upon the United Nations was shown in an indisputable manner by a recent 
presidential statement that Argentina was prepared to put into practice any 
new measures which might benefit trade with the United Kingdom. 

The continued boom in exports is reflected in an increase of 22 per cent. 
in value for the full year of 1943, despite a decline of 0.3 per cent. in volume ; 

since, on the other hand, the volume of iaports fell by 26 per cent. the favour- 
able trade balance at the end of December last reached the abnormally high 
figure of 1,242 million pesos (say £73,000,000 sterling), against only 515 millions 
(£30,000,000) twelve months earlier. Because of the large stock of exchange 
already accumulated and the export demand for all Arge ntine produce, the 
Minister of Finance has transferred many “ non-regular’ exports to the 

‘regular ”’ list, for which exchange must be negotiated at the official buying 
rate of 13.50 instead of 16.00 pesos per £ sterling As the official selling rate 
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of exchange for imports has not been altered, this should add to the exchange 
profits of the Government, through whom all foreign currency must be bought 
or sold. At the same time, it will tend to discourage the export of “ non- 
regular’ products, by making this less profitable. 

The situation of the commercial banks and the central bank continues 
very liquid. During the twelve months ended September, 1943, total deposits 
of commercial banks increased from 5,522 million pesos to 6,063 millions, 
while the advances fell from 3,776 millions to 3,268 millions. At the turn 
of the year, the Central Bank held gold and foreign exchange for a total of 
3,200 million pesos (87.54 per cent. of notes and sight liabilities) compared 
with 2,096 million pesos (78.51 per cent.) twelve months earlier. 

The national finances of Uruguay are traditionally conducted on a realistic 
and sound basis, and increased direct taxation and internal Government 
borrowing is inevitable to balance the important reduction in customs revenue. 
Nevertheless, there is underlying confidence because of the good outlook for 
such products as meat and wool. Meanwhile, the latest trade figures, covering 
the first ten months of 1943, show an active export balance of U.S. $29,744,000, 
compared with an adverse balance twelve months previously of U.S. $3,779,000. 
Foreign exchange reserves in October 1943 were equal to about {£14,500,000, 
of which about {10,500,000 in dollars and £4,000,000 in sterling. The State 
3ank has rejected a proposal that blocked sterling in London should be used 
to redeem part of the consolidated debt, on the ground that large foreign 
exchange reserves are desirable in view of Uruguay’s need for raw materials, 
fuels and manufactured articles from abroad. In fact, the possession of these 
reserves has recently enabled Uruguay to make a more liberal distribution 
of foreign exchange cover for imports. 

Brazil continues to benefit from the heavy North American purchases of 
strategic metals, etc., whilst there is also a steady demand for manufactured 
articles (especially textiles) as well as for coffee, cotton and other farming 
products, the chief of which have been exempted from the recent price-fixing 
ordinance. The average value per ton of Brazil’s exports during the first 
nine months of 1943 showed an increase of as much as 153 per cent. on 1939. 
Latest trade figures cover the first nine months of 1943 and show that, with 
substantial increases in the value of both imports and exports, the balance 
of trade was favourable to the extent of Cr $2,000,000,000 (£25,000,000 
sterling). Resulting dollar balances are being partly used to purchase gold 
from the U.S.A. for exchange stabilization purposes, the limit in this con- 
nection having recently been increased to U.S. $300,000,000. In the result, 
the combined value of the gold and foreign exchange holdings of the Bank of 
Brazil as at December 31 last were equivalent to 83.5 per cent. of the total 
note issue, compared with 56.5 per cent. twelve months earlier. The note 
issue itself, at Cr $10,974,660,037, showed an increase of 33 per cent. during 
the year, and of 129 per cent. since August 1939. Although this increase has 
been due partly to budget disequilibrium, it also reflects,a healthy increase in 
national production. 

The considerable expansion in Brazilian banking indices brought about 
by the war is reflected in the following figures of the principal items appearing 
in the balance-sheet of the Bank of Brazil as at December 31 last, with the 
corresponding data for August 31, 1939 in brackets: total deposits, including 
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current accounts, Cr $13,237 millions (Cr $4,294 million) total loans and 
discounts, Cr $9,722 million (Cr $3,823 million); balances in foreign cur- 
rencies, Cr $4,065 million (Cr $162 million); gold held for account of the 
National Treasury, Cr $5,103 million (Cr $605 million). Owing to increased 
taxation and the buoyancy of Federal revenues, the National Treasury’s 
revenue account at the Bank of Brazil showed a credit balance at the end of 
1943 of Cr $1,300 million compared with a debit balance in August, 1939, of 
Cr $392 million. 

The noteworthy strengthening of Brazil’s credit position, as revealed in 
the above figures, was doubtless one of the incentives for the proposals made 
for the formation of a Central Bank, included among the many resolutions 
passed at the recent First Economic Congress held in Rio de Janeiro. Among 
the various recommendations on banking, credit and currency approved at 
the Congress, the following are noteworthy : Farm production to be increased 
by amplifying agricultural credit facilities ; the services of the Agricultural 

and Industrial Credit D lepartment of the Bank of Brazil to be enlarged and 

reorganized, and the Department converted subsequently into a Bank of 
Agricultural Credit ; the co-operative system to be developed in order to 
assist in the expansion of farm credit ; as soon as conditions permit, a Central 
Bank to be set up as the sole bank of issue and the Government bank, with 
powers to direct and distribute credit and to direct the employment of funds 
belonging to the pensions institutes, savings banks, and Government in- 
stitutions ; all banks to be obliged to keep a part of their deposits with the 
Central Bank, whose shares would be inscribed and held only by the banks ; 
until such time as a Central Bank is set up, a special organization to be created 
to direct temporarily the country’s currency and credit policy. 

Certain of the anti-inflation recommendations adopted at the Congress 
formed the basis of the new excess profits tax law already mentioned, whilst 
among other related proposals were the following: a special Budget to be 
adopted for war expenditure, the funds for which would be obtained by the 
issue of war bonds and a temporary increase in taxation ; the excess means of 
payment created during the war as a result of large export balances to be 
reduced as much as possible during the post-war period by heavy import ition 
of essential goods ; no further note issues to be made for the pure hase of gold. 
Subsequently, the 1944 Budget estimates were issued, envisaging a siall 
surplus of Cr $27 million, i as the 1943 estimates allowed for a deficit of 
Cr $492 million. Income tax is now placed first among the various sources of 
Federal revenue, a position which before the war was held by import duties 
and hitherto during the war by consumption taxes. A second [live-Year Plan 
of public works, to cost in all Cr $5,000 million, was adopted to commence 
January 1,1944. The first Five-Year Plan, which terminated in 1943, provided 
for a total expenditure of Cr $3,000 million. Revenue for the second Plan 
is to be derived from the same sources as the first, including taxes on exchange 
operations, profits from banking operations in which the Treasury participates, 
dividends on Government capital invested in commercial and industrial 
concerns, and credit operations. 

Legislation adopted in Chile is aimed at correcting the principal causes 
of the exceptional inflation there, namely the lag in national production in 
relation to demand, the plethora of money resulting from large dollar balances, 
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and the large Budget deficits resulting from increased fi§cal expenditure 
over the past few years. Income tax and super-tax is being increased, and 
the final 1944 Budget estimates balance at 3,788 million pesos, whereas the 
original estimates showed a deficit of 237 million pesos. By the adoption 
of the Constitutional Reform Bill, responsibility for fiscal expenditure is 
transferred from Congress to the President. Also, the Economic Law—embody- 
ing a comprehensive economic plan—has come into force, this providing 
inter alia for the control of prices and the rationing of imported and exported 
goods. In addition, profits exceeding 15 per cent. made by commercial, 
industrial and transport concerns—excluding the mining industry and new 
industries contributing to national development—must either be utilized for 
increasing each company’s own canidueian or be used to purchase bonds in 
the National Corporation for Fomenting Production. Authorization is also 
given to the central bank to adopt special steps to combat the plethora of 
foreign exchange in the market and to stabilize the currency issue, including 
permission for unrestricted operations in gold as well as the purchase and 
sale of gold and gold deposit certificates. 


The US.A. in World Economy 


NDER the title ‘‘ The Elusive Dollar,’ we discussed in our January 
L issue some of the chief conclusions of the recently published report 

“of the U.S. Department of Commerce on the international transactions 
of the United States during the interwar period. This survey of ‘‘ The United 
States in World Economy ”’ has now been reprinted by our own Stationery 
Office (price 2s. 6d.). It is worthy of the closest study by all who are interested 
in the international currency plans shortly to be discussed in Washington. 
In addition to the highly realistic analysis of the dollar problem, the survey 
contains a wealth of useful facts and material Some salient passages are 
reproduced below : 

Need for more Stable Dollar Supply 

Two main sources of instability and disturbance in the international 
dealings of the United States stand out: (1) The extraordinary amplitude 
of fluctuations in domestic economic life, with concomitant variations in our 
purchases of foreign goods and services; and (2) the erratic behaviour of 
capital movements, reflecting the sudden shifts of American interest in foreign 
investments and the fluctuating preferences of foreigners for American se- 
curities and dollar balances. 

A world economic structure organized on the basis of equal treatment 
and with large scope for free enterprise cannot be maintained in the face of 
such reductions in the supply of dollars as have occurred in our international 
transactions in the past. Unless the supply of dollars is more adequate to 
mect the requirements of other countries, they assuredly will insist on their 
rights to exercise a close selective control over the use of the amounts available 
and to promote more intensive relations with third countries under preferential 
trading arrangements. And unless dollars are made available with greater 
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regularity than in the past it would be both unjust and unwise to demand 
the removal of restraints and controls largely designed to protect the internal 
economies of other countries against external shock and pressure. 

A more ample and stable flow of payments by the United States is also 
an indispensable condition for the maintenance of more orderly exchange 
relationships between the dollar and foreign currencies, as well as for the 
achievement of a more balanced distribution of world gold stocks and the 
prevention of further inordinately large gold movements to the United States. 
If this basic condition were not fulfilled, international monetary stability 
would probably prove untenable, even as the reconstituted gold ‘standard of 
the twenties succumbed under the impact of the great depression. 

U.S. Imports Insensitive to Price Changes 

The behaviour of United States imports in relation to changes in price 
is highly distinctive. Over a broad range of commodities, such as a country’s 
total exports or imports, a relative decline in prices may generally be expected 
to promote sales, while an increase in price works in the opposite direction. 

This generalization is not valid, however, with respect to United States 
imports as a whole, because they consist chiefly of primary goods or partially 
fabricated materials, which are largely non-competitive, and for which the 
demand is tied to the course of industrial production. A decrease in foreign 
prices—whether direct or by means of currency depreciation—thus has little 
or no stimulative effect on United States imports, with minor exceptions. 
(. . . On the contrary), a fall in foreign prices only tends to reduce the supply 
of dollars further and to intensify the original disturbance. (This was) a 
particularly serious factor during the great depression, when its effects were 
superimposed upon those produced by the falling off in economic activity 
in the United States. 

On the other hand, a rise in prices of United States imports has little 
retarding effect on our purchases but rather contributes to an increase in total 
value. By way of summarizing the prospects of the future merchandise trade, 
both exports and imports probably will increase in total value as compared 
with their pre-war levels, but the forces stimulating exports will be different 
from and stronger than those determining imports. Provided that the supply 
of dollars on other accounts permits, a continuation of our characteristic 
export surplus may be expected. 

Limited Effect of U.S. Tariif 

While lack of data precludes an adequate appraisal of the situation, several 
conside — suggest that changes in the tariff structure during the inter- 
war period, although important with respect to some commodities, did not 
exercise a os minant influence on the general level and course of imports. 
The first is that the American tariff before the first World War was already 

high as to leave little room for further restrictions to produce an effect 
without impeding the inflow of essential materials. Secondly, the war itself, 
through the increase in domestic and foreign demand and the enforced curtail- 
ment of imports, gave a more powerful ‘stimulus to internal industrial ex- 
pansion than any tariff could offer. In the third place, with particular reference 
to the reciprocal trade agreements programme, the duty reductions embodied 
in the agreements have been limited by law to not more than 50 per cent. of 
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the statutory rate and have been cautiously negotiated with a view of minimiz- 
ing the effects on domestic production. And a final consideration to be borne 
in mind is that the various alterations made in tariff rates during the inter- 
war period do not appear to have altered appreciably the close relationship 
between industrial production and quantity of imports. 

In brief, it seems clear that the wide fluctuations in domestic economic 
activity and world prices were of much greater consequence in determining 
the behaviour of imports during the inter-war period than were upward or 
downward revisions of the tariff. 


Unimportance of War Debts 


Although the war debts have been the subject of considerable discussion, 
much of it controversial, annual receipts from these debts formed but a small 
part of total United States national income, averaging 0.27 per cent. from 
1919 to 1931. Their indirect effect, probably deleterious, on the domestic 
economy was exerted through the pressure on the balance of payments, 
although even here they accounted for only about 2.7 per cent. of total dollars 

used by foreigners. During the relatively prosperous years of the twenties, 
when the supply of dollars was plentiful, the pressure of these obligations on 
the dollar positions of the debtors was not serious. Such pressure as existed, 
however, was unevenly distributed, inasmuch as the United Kingdom, whose 
international position was weakened by over-valuation of the pound, was the 
only major debtor that had payments to make to the United States (in the 
years 1924 to 1931) in excess of its receipts from Germany and other countries 
on reparations and war-debts account. 


Advantages of Direct Investments 


The future interests of the United States, both as a member of world 
society seeking to bring order and progress out of chaos and as an individual 
nation grappling with vast problems of economic readjustment and re-employ- 
ment, are to maximize its international transactions and, to this end, to make 
available a larger and more stable supply of dollars. 

There are two principal ways by which this result may be attained, and these 
are not mutually exclusive but rather are naturally comple mentary. One 
way is by a renewed outflow of American capital, and the other is by positive 
measures to permit a larger volume of imports. 

The most promising outlet for private American capital would seem to be 
lirect investments. During the inter-war period, investment of capital in the 
form of enterprises partly or wholly under American control yielded results 
that were, in general, more satisfactory from several points of view than 
investments in foreign dollar bonds. Much mz iy be said for making future 
direct investments abroad under conditions permitting appropriate financial 
and managerial participation by nationals of borrowing countries. Joint 
participation by American and foreign business interests hee already yielded 
excellent results in some countries, notably ( canada and the United Kingdom, 
and similar methods might well be more extensively employed in other areas. 

Possibilities for extending loans, as distinguished from direct investments, 
for the post-war development of under-industrialized countries are extremely 
limited except through official agencies. 
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Future Tariff Policy 


New investment abroad, it is pointed out, would serve only to support for 
a time foreign demand for American goods at a level untenable in the long 
run, and only postpones inevitable adjustments. “‘So far as possible an 
increase in foreign demand for our products should bé oftset by larger imports 
into the United States’’ But this does ‘“‘ not mean that the United States 
should forthwith scrap its tariff structure Exchange rates, price levels, labour 
standards, and other basic conditions influencing exports of foreign countries 
may be subject to flux for some time after the war and may afford temporary 
advantages to foreign producers that could not be maintained in the long run 
To expose domestic producers to sharp disturbances emanating from short-run 
situations of this character would be undesirable 

“On the other hand, to wait until a more durable balance has been achieved 
in our international transactions before further reducing our trade barriers 
would be a mistake, because a larger volume of United States imports must 
be an essential part of future trading relationships if they are to be based on 
a high rather than a low level of transactions. As the most practicable means 
of lowering the tariff wall, the reciprocal trade agreements programme should 
be prosecuted as vigorously as‘ possible not only after but also during the 
present conflict ”’ 


U.S. Balance of Payments, 1954-9 


Despite the tragic culmination of the 1934-39 period in World War II, 
the experience of those years throws considerable light on the behaviour of 
our international transactions under varying conditions. 

1. The inflow of foreign capital, normally attracted to the United States 
in substantial and regular volume for purposes of investment, assumed in- 
ordinately large and disturbing proportions in times of monetary or political 
instability abroad——a propensity suggesting the inevitability of exchang 
restrictions in foreign countries unless a greater general stability can be 
assured in the future. 

2. Apart from the heavy influx of capital, the position of the United States 
on international account in the mid-thirties indicates that after serious economic 
recession and monetary crises foreign countries were able in the main to adjust 
themselves to a relatively small volume of dollars supplied by the United 
States and yet attain a substantial degree of internal prosperity. The ex- 
perience also indicates, however, that a low level of dollar transactions is 
likely to be accompanied by trade barriers and exchange controls bearing with 
particular severity on this country’s exports and by a general disintegration 
of the world economy into more independent national units and trading blocs 

f 


3. The marked rise in both payments and receipts on current account up 
é 


) 


to 1937 shows that, although the dependence of other countries on a large 
volume of exchanges with the United States had been lessened, the mutually 


stimulative influences of expanding economic activity at home and abroad 
were still active and that foreign demand for American goods remained strong. 
4. The period furnished another manifestation of the unfortunately high 
degree of instability which has characterized the international transactions 
of the United States because of the peculiar susceptibility of the domestic 
economy to wide fluctuation. 
5. Since foreign countries could have maintained exchange stability with 
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the dollar only by keeping their internal life attuned to the fluctuating fortunes 
of the American economy, many of them found it preferable or indeed un- 
avoidable to follow independent policies aimed at maintaining their domestic 
activity on a more even keel and to let their exchange rates fluctuate or to 
apply more direct methods of keeping their international accounts in balance. 

. The amount of depreciation and trade restriction required abroad after 
me. was mitigated, however, by the relative abundance of gold supplies and 
by the willingne ss of foreign countries to release, and of the United States to 
accept, gold in large volume. While the greater part of the gold inflow during 
the 1937-39 period was caused by capital transfers of uncertain tenure, that 
part which offset the excess of receipts on current account represented, in 
essence, the amount of dollars required to prevent further appreciation of 
the dollar under the conditions of profound imbalance caused by the fall in 
United States imports in the latter part of 1937. If, despite these conditions, 
the attempt had been made to maintain complete exchange stability, the 
amount of dollars that would have been required, in the form of gold purchases 
or s _ credits, would have been much larger still. 

. By way of final conclusion, based on the experience of the entire inter- 
war pe riod and strongly reinforced by events toward the end of the period, 
it i is clear that—whatever may be the other requirements—stability in inter- 

1ational economic relations generally and in foreign exchange rates in par- 
ticular cannot be assured solely or chie fly through technical financial arrange- 
ments but must be firmly based on a vigorously and regularly functioning 
ymestic economy. 


The F.B.I. Squares the Circle 


SHE latest report of the Federation of British Industries on “ International 
| Trade Policy "’ is somewhat of a Janus-headed monster. When dealing 
with lofty generalities, it has a great deal to say about the need for an 
expanding world economy and—in contrast with the 1942 Report—definitely 
declares in favour of a multilateral currency regime. When it comes down 
to more particular proposals, however, we find a recommendation that manu- 
facturing industries should seek to agree cartel arrangements with similar 
industries in other countries. Indeed, the F.B.1. would like the State to bolster 
up such arrangements with bilateral treaties which (for some unexplained 
reason) ‘‘ should not be regarded as being a departure from the general system 
of multilateral trading.’’ In internal trade, moreover, it would like to see tariffs 
re placed by a system of rigid import quotas (though the word licensing is 
‘considered preferable to ‘ quota ’"’), on the ground that mere tariffs do ‘not 
enable industries to “ plan production for domestic consumption and export 
trade over a period.”’ 
If the F.B.]. has managed to persuade itself that internationa! cartels 
and import quotas are compatible with an expanding world economy and 
multilateral trading, it will find very few others to agree with this remarkable 
conclusion. It would be difficult to imagine anything more pernicious than 
a system of import quotas, from the point of view either of world trade or 
the domestic consumer. Under such a system, an overseas exporter to this 
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country would be restricted to a fixed quantum of trade, regardless of any 
reduction in his costs through greater efficiency or technological progress. 
And there would be no limit at all to the excess over the world price which 
the domestic consumer could be forced to pay for any product. 

To call attention to these facts is not at all the same thing as to assert a 
doctrinaire allegiance to what it is now fashionable to call the ‘‘ outmoded ”’ 
or ‘‘ nineteenth century ”’ doctrine of “‘ Free Trade at any cost.” Everybody 
would now agree that the interests of employment are paramount ; but this 
refers to employment in the aggregate and not to employment in any par- 
ticular industry. And there is ce tainly nothing in the modern nationa'- 
income economics which over-rides or abolishes the principle of comparative 
costs. If the external value of the currency is at too high a level to permit 
full employment, then it is desirable that equilibrium should be restored, 
preferably by an adjustment of the exchange, but as a second best by means 
of a general tariff. Like an exchange depreciation, a general tariff has the 
effect of excluding only those imports in which our comparative costdis- 
advantage is least. A system of import quotas is precisely equivalent to con- 
ferring wnlimited tariff protection on particular industries regardless of costs. 
It thus opens the door to all sorts of particular abuses and to an uneconomic 
use of our resources in general—this quite apart from the damaging effect 
of any such proposal on our relations with other countries. 

If all hope of a multilateral exchange regime had to be abandoned and a 
resort to bilat ralism were inevitable, some sort of theoretical case for cartels 
might be made out on the ground of improving our terms of trade. One 
might argue, for example, that if we are to have control agreements and 
buffer stocks for primary commodities, then it would be suicidal for this 
country to depress the price of its goods by selling in competition. After all, 
the case against monopoly is the need to protect the consumer; and the 
case might appear slightly different, in an environment of economic national- 
ism, where the consumer is the foreigner. Nevertheless, it requires pointing 
out that the object of primary commodity control is not, over a period, to 
raise prices but to stabilize them, and that the demand for manufactured 
goods is elastic where that for primary products is inelastic. Even under a 
bilateral regime, moreover, one would prefer the terms of trade to be cared 
for in the fixing of an exchange rate, rather than by the extortion of monopoly 
profits in combination with producers in other countries. Once again, too, 
the international implications of any adoption of cartel trading (even without 
Government backing) would clearly be damaging in the extreme, in view of 
the well-known American attitude to this question. 

What the F°.B.1. are really hankering for, of course, is the complete elimina- 
tion oi risk—by cartels in export trade and by quotas in the home market. 
While it is desirable that national policy should be directed towards reducing 
risks, in order to encourage investment, it is most undesirable that producers 
should be allowed to band themselves together to achieve this result by the 
formation of monopolies and the exclusion of competition with the aid of the 
State. The taking of risks is and always must be the central task of private 
enterprise. To the extent that industrialists take the easy way out offered 
by monopoly and protection, they cease pro tanto to perform the one function 
which justifies private enterprise and the profits derived from private enterprise. 
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THE BANK OF AUSTRALASIA 


IMPROVED CONDITIONS 


MR. C. G. HAMILTON'’S 


HE One Hundred and Tenth Annual 

General Meeting of the Bank of Austra- 

lasia was held on March 30 at 4, Thread- 
needle Street, London, E.C. 


The following is the statement by Mr. C. G. 
Hamilton, the Chairman, circulated with the 
report and accounts :— 


I hope you will consider the result for the 
year 1943 as very satisfactory. In the two pre- 
ceding years we had to draw somewhat on the 
carry-forward in order to pay the dividend, 
and last year we brought into revenue {20,000 
from over-provision for income-tax. In the 
year under review we are not only able to pay 
the same dividend as last year without bring- 
ing into revenue anything from income-tax re- 
serves, but are able to add over {£20,000 to the 
carry-forward. In my opinion there is no more 
satisfactory feature in a balance-sheet than a 
substantial carry-forward. 


BALANCE-SHEET ITEMS 


You may notice in the balance-sheet that 
we have thought fit to include a new 
factor printed as a separate item—namely, 
{2,784,273 15s. 7d. for contingent credit 
liabilities, guarantees, etc. It is the custom 
now for banks to include these items in their 
balance-sheets. They consist mainly of such 
contingent liabilities as credits not all used 
and outstanding balances under guarantees 
which may never become liabilities. 


If any of these items do become liabilities 
there is a counter-liability on the part of our 
customers to meet any such claims. Including 
these items our balance-sheet shows a total of 
£74,244,914, an increase of {6,396,256 over 
the figures of 1942. On the liabilities side total 
deposits have increased by £4,329,514, and 
now stand at the record figure of £56,106,502, 


On the assets side, specie, bullion, etc., have 
decreased by £6,831,777. This is a large drop 
but a not unwelcome one as it is reflected in 
expansion of three out of the next four items, 
all of which produce interest and are readily 
realizable. Treasury Bills, Australian and New 
Zealand, are {920,000 higher. Special war- 
time deposits have reached {11,990,000 and 
show an increase for the year of £8,964,000. 
British Government securities show a decrease 
of £743,841. This decrease was caused by the 
bank having to realize some of the British 
Government securities in order to provide 
Sterling due to the Commonwealth Bank in 
respect of exchange operations. 

The balance-sheet value of our investments 
Stands well below their market value. Ad- 
vances to customers, usually our most re- 


IN THE COMMONWEALTH 


SURVEY 


munerative source of income, and other ac- 
counts show a reduction of £673,487 to 
£31,266,739. 


STRONG FINANCIAL POSITION 

The balance-sheet shows that the bank re- 
mains in a very strong position. About 43 per 
cent. of our deposits are fixed for periods up 
to two years and therefore do not constitute an 
immediate liability. As security for the re- 
maining 57 per cent. of our deposits which are 
an immediate liability we hold considerably 
over 100 per cent. in cash in hand, Treasury 
Bills, special wartime deposits with the Com- 
monwealth Bank and Government securities. 





Since the last accounts were presented 
have closed a number of our branches and 
agencies under the rationalization of banking 
scheme in order to release man-power for 
national service. Eight hundred and twenty- 
two of our staff are in the forces. We deeply 
regret to say that war casualties now include 
33 men who have lost their lives, 10 missing, 
and 26 known to be prisoners of war. We 
extend our deepest sympathy to their relatives 
in their distress. 

Wool.—The British Government’s agree- 
ment to purchase the whole of the Australian 
and New Zealand wool clip for the duration 
of the war and one year thereafter has placed 
the wool industry on a stable basis for that 
period subject, of course, to there being no 
substantial increased costs of production. 


IMPROVED OUTLOOK IN AUSTRALIA 
AND NEW ZEALAND 


As regards the general outlook in Australia 
and New Zealand the position has immensely 
improved by the removal of practically any 
danger of the invasion of either of these 
Dominions by Japan, who must now be bitterly 
regretting her piratical actions. Australia and 
New Zealand are to be congratulated on the 
splendid and successful efforts they have made 
with the immense assistance of the forces of 
the U.S.A. in bringing about this happy result. 


ASSISTANCE TO INDUSTRY 

It seems to me highly probable that after the 
war Australia and New Zealand will, besides 
enlarging their present industries, try to 
develop many new ones. If my view is correct, 
this bank is, and will be, in a position to give 
most valuable financial assistance and advi 
in helping to promote such developments. We 
hear in this country much talk about helping 
in the future the small man in his business 
career, 
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Appointments and Retirements 


Barclays Bank (D., C. & O.)—Mr. A. B. Gillett has relinquished the office 
of deputy chairman and has been succeeded by Mr. J S. Crossley, Mr. Gillett 
will retain his seat on the Board. Sir Bernard H. Bourdillon, G.C.M.G., 
K.B.E., has-been elected a director. 

Lloyds Bank—Law Courts, W.C.: Mr. W. H. Nichols, hitherto joint 
manager, to be manager, in succession to Mr. B. H. Bluett, who retires after 
47 years’ service; Mr. A. J. Faux, from Kensington, to be deputy manager. 
High Holborn, W.C.: Mr. E. J. N. Warburton, from Head Office, to be 
manager. Holborn Circus, E.C.: Mr. S. E. Peake, hitherto sub-manager. 
to be manager on the approaching retirement of Mr. E. H. Jose after 46 years’ 
service ; Mr. C. R. Vincent, from the Inspection Staff, to be sub-manager. 


Kensington, W.: Mr. H. W. L. Loader, from High Holborn, to be manager. 
Kingsway, W.C.: Mr. B. R. Johnson, from Moorgate, to be sub-manager. 


Wood Green, N. (also Harringay) : Mr. T. W. Davies to be manager in succes- 
sion to Mr. B. W. Boardley, deceased. Mr. L. J. Cotton, from Kingsway, 
W.C., has been appointed for special work under the general managers. 


Martins Bank—Lombard Street, Trustee Department: Mr. T. I. Bond, 
from Moorgate branch, London, has been appointed assistant manager. 


Midland Bank—wMr. Alexander Woods, T.D., D.L., the joint general 
manager, who is to devote his full time to the development of re-settlement 
loans, entered the service of the York City and County Bank in 1905. He 
has had experience as a Head Office official and as manager of branches in 
widely differing localities, including the New Street, Birmingham, office. 
He served at home and overseas in the last war, was for many years thereafter 
an active member of the Territorial Force, and was called up from the Reserve 
in August 1939, proceeding overseas three days after the declaration of war. 
He was the organizer and first Zone Commander of the Birmingham Home 
Guard. He has taken a prominent part in the activities of the British Legion, 
is a Deputy Lieutenant for the County of Warwickshire, and until his removal 











ALLIANCE 
ASSURANCE COMPANY LIMITED 


LIKE VALUATION, QUINQUENNIUM 
ENDING ON 3ist DECEMBER 1943. 





The Directors have declared a compound reversionary bonus at the rate o £Li% 
p.a. for with-profit policies in the current series. 


The rate of interest assumed in the Valuation has been taken at only 2}% p.a. 
against 24%, five years ago. Thus, an already strong valuation basis has been reinforced. 


BARTHOLOMEW LANE, RALPH F. BARNETT, 
LONDON, z.¢C.2. GENERAL MANAGER. 
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CHARTERED BANK OF INDIA, AUSTRALIA 
AND CHINA 


MR. V. A. GRANTHAM’S STATEMENT 


of the Chartered Bank of India, Australia 

and China was held at the bank’s head 
office, 38, Bishopsgate, E.C., on Wednesday, 
March 15, at noon. 

The following is an extract from the state- 
ment by Mr. V. A. Grantham (chairman) 
circulated with the report : 

In view of the disabilities under which we are 
suffering, I think the profit of £314,239 16s. 11d. 
will be considered satisfactory. Including the 
balance brought forward from last year, we 
have a total available of £671,372 Is. 11d., 
out of which an interim dividend at the rate of 
5 per cent. per annum was paid last September. 
We propose that a final dividend for the _half- 
year to December 31 last at 5 per cent. per 
annum should be paid, costing £75,000, that 
£50,000 be transferred to Officers’ Pension 
Fund, and £100,000 set aside on account of 
contingencies, leaving £371,372 1s. 11d. to be 
carried forward. 


INDIA AND CHINA 


The past year has been a favourable one in 
the economic development of India, where 
the bank’s: operations abroad are mainly 
centred at present. Industrial expansion has 
proceeded apace under the stimulus of the war 
effort and as a result of restrictions upon the 
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free movement of cargoes from the United 
Kingdom and other former sources of supply, 
while on the other hand there has been a 
continuous and urgent overseas demand for 
most of India’s raw products and manu- 
factures. Under these conditions India has 
prospered greatly, but this prosperity has not 
been free from monetary inflation and a 
heavy rise in prices, so that the incidence of 
prosperity upon the population has been un- 
equal, and has marched hand in hand with real 
distress. 

Turning to China, it seems appropriate to 
mention the visit of the Chinese Goodwill 
Mission, which aroused a new interest in China 
throughout this country. Last year we sent 
representatives to Chungking to open a branch 
of the bank, and although, owing to the lack 
of any means of transport between China 
and the outside world except by air, there is 
practically no trade to finance at present, the 
opening of this branch has greatly assisted us 
in considering the problems which face us in 
our post-war future in China and in main- 
taining our relations with our Chinese friends 
and with those who, like us, have established 
offices in Chungking in anticipation of a re- 
sumption of active trading with China when 
the defeat of the Japanese has been ac- 
complished. 
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from Birmingham was banking adviser to the Regional Commissioner for 
the Midlands. 

Mr. J. F. Habbijam, hitherto manager of Poultry and Princes Street branch, 
has been appointed a joint general manager. Mr. T. G. Buchanan, hitherto a 
general manager’s assistant, has been appointed an assistant general manager. 


North of Scotland Bank—Jnverbervie Branch: Mr. John C. Thomson, 
meantime agent at Gardenstown branch, has been appointed to succeed 
Mr. Henry H. Donald, who retired. Gardenstown Branch: Mr. William 
Taylor, meantime accountant at Glasgow Office, has been appointed agent 
at Gardenstown branch. Glasgow Office: Mr. Thomas M. Paterson, securities 
clerk at Glasgow Office, has been appointed accountant there. 

Royal Bank of Scotland—tt is announced that at the end of April Sir 
William Whyte is to retire from the office of cashier and general manager 
after more than 50 years of distinguished service. He entered the bank as 
an apprentice in 1893, and in 1900 was transferred to the Bishopsgate office 
of which he became manager in 1921. Eight years later he went to Edinburgh 
as deputy general manager, and in 1933 succeeded Sir Alexander Wright 
as cashier and general manager. Sir William will be succeeded by Mr. John 
McArthur Thomson, who entered the bank’s service at Paisley in 1903. 
In 1929 he became deputy manager of the London office and in 1936 a joint 
assistant general manager of Williams Deacons Bank, of which he was ap- 
pointed general manager in 1938. 


Union Discount Co.—{ord Kennet has been elected to the board. 


Union Bank of Scotland—London Office (62 Cornhill): It is with the 
deepest regret that we have to record the sudden death on February 25 of 
Mr. John Thomson, London manager. In succession to Mr. Thomson, Mr. 
Donald Munro, manager at Regent Street branch, London, has been appointed 
manager. Regent Sireet Branch, London: Mr. C. J. Duncan, inspector of 
branches, has been appemies manager in succession to Mr. Munro. 





Mr. L. D. Anderson 

We regret to record the death, at the age of sixty-nine, of Mr. L. D. 
Anderson, who will be remembered in the City as sole manager from 1920 
until 1934 of the foreign side of the work of the Midland Bank 

After the last war Mr. Anderson accompanied Sir Edward Holden on 
important missions abroad and was attached to the Ministry of Blockade 
for special service, which secured official recognition in the conferment upon 
him of the O.B.E. At the end of the war he became manager of the Overseas 
branch jointly with Mr. H. V. Kaye, and from 1920 was sole manager. 





Publications 
Pitman’s Commercial Law, by J. A. Slater. (Pitman, price 6s.) This is 
a 12th edition of the popular text-book, which first appe ared thirty years ago. 
After the thorough revision carried out in the previous edition, the preface 
points out, the editor’s task has been limited to the inclusion of a number 
of new decisions and the noting of the effect of the Limitation Act 1939. 
Given the character of the book as a students’ text-book, no attempt has been 
made to incorporate war legislation, this being largely of a transitory nature. 
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